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STATEMENT OF THE CHAIRMAN 


Under section 708(e) of the Defense Production Act of 1950, the 
Attorney General is directed to review the administration of that 
act. This review is for the purpose of determining any factors which 
may tend to eliminate competition, create or strengthen monopolies, 
injure small business, or otherwise promote undue concentration of 
economic power in the course of administration of the act. 

The Defense Production Act Amendments of 1955 require the 
Attorney General to report under section 708(e) of the act at least 
once every 3 months, and to include in these reports a statement on 
the continuing review, required of the Attorney General under the 
1955 amendments, of the voluntary agreements approved under section 
708 of the act. 

Previous quarterly reports have been made available as committee 
prints, as follows: 


February 28, 1956 (reports dated November 9, 1955; February 
9, 1956, “Tax Amortization Certificates in the Petroleum Indus- 
try”; February 20, 1956) ; 

August 10, 1956 (reports dated May 9, 1956; August 9, 1956, 
“Tax Amortization Certificates in the Nitrogen Industry”) ; 

December 6, 1956 (report dated November 9, 1956, “Govern- 
ment Sponsored Industrial Research”) ; 

February 13, 1957 (report dated February 9, 1957, “Stock- 

iling”’) ; 
i May 20, 1957 (report dated May 9, 1957, “The Titanium 
Metal Industry”) ; 

August 28, 1957 (report dated August 9, 1957, “The Nickel 
Industry and the Foreign Petroleum Supply Agreement”) ; 

November 19, 1957 (report dated November 8, 1957, “Expan- 
sion of Tungsten Supply”) ; 

February 19, 1958 (report dated February 10, 1958, “Expansion 
of Machine Tool Industry”) ; 

May 20, 1958 (report dated May 9, 1958, “The Newsprint 
Industry”) ; 

August 20, 1958 (report dated August 8, 1958, “Guaranteed 
Loans”) ; 

Meventier 26, 1958 (report dated November 10, 1958, “Defense 
Minerals Exploration Assistance”) ; 

February 18, 1959 (report dated February 9, 1959, “Mercury 
Industry”) ; and 

May 29, 1959 (report dated May 8, 1959, “Book and Magazine 
Paper”). 
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VI STATEMENT 


The Attorney General’s report dated August 10, 1959, contains a 
review of recent activities under the voluntary agreements approved 
under section 708 of the Defense Production Act. 

The Attorney General’s report dated November 9, 1959, contains 
a report on procurement for defense under the Defense Production 
Act, and a review of recent activities of the voluntary agreements 
approved under section 708 of the Defense Production Act. 

These reports are of interest to the committee and the Senate and 
to the public. 

A. Wiis Rogerrson, Chairman. 
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Report of the Attorney General Pursuant to Section 708(e) of 
the Defense Production Act of 1950, as Amended 


Aueust 10, 1959. 
To the President of the United States of America and the Senate and 
House of Representatives of the United States of America in 
Congress assembled: 
I have the honor to submit a report in compliance with section .708 
(e) of the Defense Production Act of 1950, as amended. That pro- 
vision directs the Attorney General to make— 


* * * surveys for the purpose of determining any factors 
which may tend to eliminate competition, create or strengthen 
monopolies, injure small business, or otherwise promote un- 
due concentration of economic power in the course of the 
administration of this Act. Such surveys, and the reports 
hereafter required, shall include studies of the voluntary 
agreements and programs authorized by this section. The 
Attorney General shall submit to the Congress and the Presi- 
dent within ninety days after the approval of this Act, and 
at least once every three months, report setting forth the 
results of such surveys and including such recommendations 
as he may deem desirable. 


Surveys were undertaken during this 3-month period in respect 
of certain aspects of Government procurement for defense purposes, 
and, as specifically required, of the current status of all of the out- 
standing voluntary agreements and programs established under the 
Defense Production Act. 

Necessarily, however, defense procurement presents unusual prob- 
lems to any survey aimed at isolating anticompetitive, factors. - The 
programs involved are of staggering size and impact. upon the econ- 
omy. The comprehensive legislative and regulatory framework for 
procurement and for defense priorities. and allocations in support 
thereof, is highly specialized and intricate. , Finally, not all procure- 
ment for defense purposes relates directly to. Defense Production Act 
programs and purposes, although, equally clearly, a substantial amount 
does so relate. 

Under these circumstances, the current surveys, have not. reached 
stages sufficiently mature for present report... Our judgment is that a 
more ¢onstructive contribution will result) from completing all 
needed surveys and then reporting on these matters beginning at our 
next scheduled date. 

For these reasons, this report is limited to consideration of .the 
current status of voluntary agreements and, programs. , There, are 
outstanding at present 19 agreements, 7 of which are in standby status. 
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This reports on that study with respect to (a) the Foreign Petroleum 
Supply Agreement; (b) Army integration committees; (c) Contri- 
bution of Tanker Capacity Agreement; and (d@) USIA Classified 
Agreement. 


A. Foreren Perroteom Suppty AGREEMENT 


Since last report, no meeting of the Foreign Petroleum Supply 
Committee has been held. Defense agencies, however, have utilized 
the individual members of the Committee as sources of foreign petro- 
leum information, as contemplated by section 11 of the agreement. 
Information so derived, however, has been utilized by the Government 
agencies concerned to supplement earlier studies, and has not been 
resubmitted to the Committee for reevaluation. 

This Committee remains, however, as the principal means of acquir- 
ing the foreign petroleum information essential to the formation of 
defense plans. Steps have been taken to resolve the question of 
available Government staff to assemble raw data for the Committee’s 
use. I remain of the opinion that the contributions of this voluntary 
agreement both actual and potential, continues to outweigh anticom- 
petitive implications of its operation. 


B. Army Inrecration CoMMITTEES 


Six of the integration committees, sponsored by the Ordnance 
Ammunition Command, are considered inactive. The remainin 
three of these committees have been active during the reporting period, 
the Committees on Ammunition Loading (Except Small Arms) and 
Propellants and Explosives holding two meetings each and the Com- 
mittee on Small Arms Ammunition holding three meetings. 

Five committees remain in a standby status, and one remains inac- 
tive pending review by the Office of Civil and Defense Mobilization of 
the recommendation by the Department of the Army that it, the Con- 
ventional Artillery and Mortar Shell Committee, be placed on standby 
status. The committees remaining in a standby status are Artillery 
Mechanical Time Fuzes; Cartridge Cases; Military Pyrotechnics; 
Burster Casings; and Fin Stabilized Artillery Ammunition and M-31 
(T-37) Rifle Grenade. 

Notice of the acceptance by the participants of the revised plan 
placing the Track for Track-Laying Type Vehicles Committee in a 
standby status was published in 24 F.R. 5589. Thus, this Committee 
is the only inactive committee of the six committees sponsored by the 
Ordnance Tank-Automotive Command. The Light Gun Tank and 
Allied Combat Vehicles Committee did not meet during the quarter 
but has scheduled a meeting for the next reporting period. The re- 
maining committees, Cast Armor for phan ei Vehicles; 
Medium and Heavy Gun Tank and Allied Combat Vehicles; Heavy 
Tactical Trucks; and Light and Medium Tactical Truck each held a 
meeting during the Quarter. 

The Bignal orps’ Critical Quartz Crystal Committee held a meet- 


ing during the reporting period. Technical information continues to 
be distributed among the members with the issuance of a number of 
industrial preparedness study program reports. 
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I consider the continuation of these agreements to be essential to 
the national defense, which consideration outweighs their possible 
anticompetitive effects. 


C. Conrripution oF TANKER Capacitry AGREEMENT 


Notice of the acceptance by the participants in the revised plan was 
published in 24 F.R. 4119. The revised plan places the agreement in 
a standby status and additionally revises certain operational proce- 
dures under the ent. Acceptances have been received from all 
qualified firms invited to participate. 


D. USIA Cuassirrep AGREEMENT 


As in previous reports, the information which may be published 
ea this agreement is limited by security considerations. The 
U.S. Information Agency urges its continuation and its defense 
necessity. In my opinion, the public interest served by this agreement 
continues to outweigh its anticompetitive effects. 

Respectfully submitted. 

Wim P. Rogers, 
Attorney General. 


48752—59——2 








PROCUREMENT FOR DEFENSE 


Report of the Attorney General Pursuant to Section 708(e) of 
the Defense Production Act of 1950, as amended 


NovEMBER 9, 1959. 
To the President of the United States of America and the Senate and 
House of Representatives of the United States of America in 
Congress, assembled : 
I have the honor to submit a report in compliance with section 
708(e) of the Defense Production Act of 1950, as amended. That 
provision directs the Attorney General to make— 


* * * surveys for the purpose of determining any factors 
which may tend to eliminate competion, create or strengthen 
monopolies, injure small business, or otherwise promote un- 
due concentration of economic power in the course of the 
administration of this Act. Such surveys, and the reports 
hereafter required, shall include studies of the voluntary 
agreements and programs authorized by this section. The 
Attorney General shall submit to the Congress and the Presi- 
dent within ninety days after the approval of this Act, and at 
least once every three months, reports setting forth the re- 
sults of such surveys and including such recommendations as 
he may deem desirable. 


In response to this direction, this report, in two parts, (1) relates 
results of surveys of aspects of Government procurement for defense 
purposes; and (2) details currently the status and activity related to 
voluntary agreements and programs under review by this Department 
et to the requirements of section 708(e) of the Defense 

roduction Act. : 

Parr 1. Derense ProcuREMENT 


I. INTRODUCTION 


The first importance of this country’s defense readiness and its great 
impact on the Nation’s economy make management of preparedness 
activity Government’s most complex and vital task. e Defense 
Production Act requires the Attorney General to survey factors relat- 
ing to Defense Production Act programs which affect maintenance of 
the competitive free enterprise system. Since that act’s primary pur- 
pose is to provide implementation of the defense readiness effort, 
defense supply actions are inextricably tied to the statute’s purposes, 
powers, and programs. 

Our surveys aimed at isolating so far as possible the effects of de- 
fense procurement on the competitive status of the industrial supply 
base. My report of August 10, 1959, indicated the unusual difficulty 


5 








6 REVIEW OF VOLUNTARY AGREEMENTS PROGRAM 


of separating the competitive factors in procurement from those enor- 
mously complex considerations which must be weighed in determining 
what kind of defense item is needed, where and when it must be avail- 
able, and who can produce the item for that place and time at the least 
possible ultimate cost to the Government. 

This report, therefore, surveys the competitive status of ind\sury 
as ps affected by the placement of Government contracts for 
military supply. Setting essential preconditions and limitation: fo: 
survey, it briefly orients complexities of defense supply efforts as 
auxiliary to the necessarily changing patterns of defense. Next con- 
sidered is the legal and practical framework within which military 
purchases are made, with a tentative indication of competitive impli- 
cations apparent from the broad survey base utilized. 


A. Defense Procurement and the Defense Production Act 


At the outset, care must be taken to define exactly the relationship 
between the Defense Production Act’s survey requirements and armed 
service procurement. 

The Defense Production Act’s recited purpose is “to provide for the 
national defense and national security” + by providing for prepared- 
ness programs, for expansion of productive capacity and supply from 
which defense material needs can be procured, and for drastic priority, 
allocation, and rationing powers ancillary to that procurement. Ex- 
ecutive Order No. 10480 implemented this policy in delegating to the 
Office of Defense Mobilization,* and to “each agency of the Govern- 
ment having mobilization functions,” the development and promotion 
of measures “for the expansion of productive capacity and of produc- 
tion and supply of materials and facilities necessary for the national 
defense.” * 

The actual purchasing for military needs is authorized by the Armed 
Services Procurement Act of 1947, as amended,* independent of the 
Defense Production Act. The Department of Defense and its con- 
stituent agencies are given primary responsibility for national defense 
and procurement therefor. It is recognized, however, that execution 
of this responsibility contributes heavily to the establishment and 
maintenance of the military logistics base. In the basic defense mo- 
bilization order * the President delegated to the Director of the Office 
of Defense Mobilization responsibility for coordinating “all mobiliza- 
tion activities of the executive branch of Government, including all 
such activities related to production, procurement, manpower, stabi- 
lization, and transport.” [Emphasis supplied. | 

A large portion of armed service procurement contracts is for items 
indispensable to training and combat, but having little or no imme- 
diate utility for peaceful purposes. The vast sums spent for develop- 
ment and acquisition of complex modern weapons serve not only to 
create a supply of these instruments in being, but even more to develop 
potential capacity to produce the vastly greater supply full mobiliza- 


150 U.S.C. App. 2062. 
2? Now the Office of Civil and Defense Mobilization, pursuant to Reorganization Plan No. 1 


of 1958, effective July 1, 1958, 28 F. R. 4991 (1958), 72 Stat. 861, 5 U.S.C. 1382-16 (1952). 
See Executive Order No. 10773, 23 F. R. 5061 (1958). 


* Executive Order No. 10480, 18 F. R. 4939 (1953). 
#10 U.S.C. 2801-2314 (1952). 
5 Supra, footnote 3. 
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tion would require. A defense mobilization order emphasizes that 
fact in requiring that defense procurement be used as an integral 
means to develop that base in critical areas of defense requirements. 

Moreover, the extensive powers of priorities and allocations under the 
Defense Production Act? are exercisable as aids to insure supplies for 
production of essential military items.* 


B. Scope of survey 


Essential preconditions to this survey must be clearly set. First, 
the gargantuan size and scope of military supply, whether measured 
by amount of money involved or number of transactions, make imprac- 
ticable any detailed antitrust audit of individual transactions or of 
individual programs. 

Second, the statute’s report provision directs concern with factors 
affecting the competitive status of industries involved in the relevant 
defense programs. Analysis of defense procurement requires recog- 
nition that the supply action taken in any area may be shaped by 4 
multiplicity of overriding judgments as to military necessity. Review 
of any such judgment is, of course, wholly beyond the scope of this 
survey. 

Third, the area of armed service supply contracts is fraught with 
litigation problems. Suits against the Government arising from these 
transactions as to performance payment or repayment involve every 
conceivable shading of factual issues and of interpretation of the basic 
statutes, regulations, instructions, and directives governing execution 
and carrying out of such contracts. This Department. is responsible 
for the conduct of that litigation, and for prosecution of criminal 
actions arising out of offenses relating to procurement functions. It 
must be clearly emphasized, therefore, that general observations as 
to the functioning of defense procurement machinery are not to be 
taken as matured legal opinion on the legal issues involved, which can, 
of course, be expressed with regard to particular matters only in the 
context of a specific factual record presenting the issue. 

Fourth, within these broad limits, practical considerations dictate 
a further narrowing. Factors concerning procurement’s impact on 
small business are made the special responsibility of the Small Busi- 
ness Administration and of the procurement agencies.? Regular re- 
ports are made by that agency as to small business participation in 
defense contracts. Considering the breadth and detail involved in 


* DMO-VII-7, 32—A CFR, pj. 57-58. 
wu Act, sec. 101, as amended, 67 Stat. 129 (1953), 50 U.S.C. App. 

* Delegation 1 of Business and Defense Services Administration (BDSA), pursuant to 
Executive Order 10480, delegated to the S of Defense priorities and allocations 
powers in aid of military programs. Recent use of that authority includes special “super- 
industrial priority” ratings in support of Defense contracts for satellite programs and 
antiballistic missile systems, and related coordination of aircraft and missile production. 
See House and Senate Joint Committee on Defense Production, Eighth Annual Report, 
S. Rept. 1, 86th Cong., 1st sess., pp. 250-251 (1959), Most recently, BDSA issued order 
M-—1A, direction 1 of Oct. 6, 1959, allocating first shipments of iron and steel during the 
steel strike and immediately thereafter to defense contracts, 24 F.R. 8495. 

Previous reports under the Defense Production Act by earlier Attorneys General on 
the subject of armed service procurement include the Attorney General Defense Produc- 
tion Act Reports Dec. 7, 1950; Apr. 30, 1951; Dee. 19, 1951: and Nov. 9, 1956. 

® Small Business Act, 67 Stat. 232 (1953), as amended, 15 U.S.C. 631 (Supp. V, 1958). 
See also Defense Production Act, sec. 701(d), 67 Stat. 130 (1955), as amended, 56 U.S.C. 
“oe: ae pneen?. Office of Defense Mobilization, Defense Procurement and Small Busi- 

8 


# For example, see p. 21, infra, footnote 91. 
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this area, duplication of that reporting function here seems inappro- 
priate. 

Moreover, recognition must be accorded the fact that certain defense 
contracts can be handled only by large companies, and smaller or 
medium suppliers usually find their part in armed service supply as 
subcontractors. The whole subject of subcontracting, however, is 
one involving many factors and problems wholly distinct from those 
involved in the execution and performance of prime contracts. With- 
out derogating the intense importance of subcontracting to mainte- 
nance of competition, the separate problems of subcontracting, time 
and staff availability considered, are not considered in this report. 

Aside from these necessary limitations, a first task in appraising 
the military contract’s effect on our economy is to survey the Armed 
Forces procurement efforts as a whole. That is the task of this report, 
to place the boundaries of this activity, and to orient within these 
landmarks problems of its competitive impact. 


Il. NATURE OF DEFENSE PROCUREMENT 


Consideration of the procurement operation in its context of a 
military supply service auxiliary to the basic Armed Forces function 
is an essential preliminary to an understanding of its industrial 
impact. Purchasing military goods is not an end in itself, but must 
accommodate flexibility to the defense operation. The Armed Forces 
are a huge complex of widely scattered operating units with enor- 
mously varying needs. Supply must meet those needs by providing 
required items ‘at the right time and place. Procurement is that part 
of supply machinery which provides for normal replacement of stocks 
and inventory buildup of wholly new items. 


A. Range of procurement needs 


Armed Forces supply involves a wide range of products in stagger- 

ing quantities. C urrent procurement activity totals almost 6,700,000 

“procurement actions” annually” to replenish the millions of indi- 
vidual products in supply service stocks.” 

The range of these procurement products and services is enormous. 
Some are products always considered wholly military, such as combat 
ships, guns, tanks, planes, and missiles. But a glance at current pro- 
curement activity 18 shows a diverse array of other current defense 
requirements. They include such services as construction, modification, 
or relocation of buildings; repair of driveways; installation of per- 


na During the period from July 1958 through June 1959. Office of the Secretary of De- 
fense, “Military Prime Contract Awards to Small Business and Other Contractors, July 
1958--June 1959,” p. 22 (June 30, 1959). A “procurement action” is an action which 
officially awards, amends, or otherwise officially changes the obligation of a prime contract. 
In addition to a new prime contract, it may thus be a debit or credit change in a contract, 
such as an amendment, supplemental agreement, change order, cancellation, or termination 
that changes the total amount of funds obligated. Id. at 28. 

2 As of 1952 supply stocks covered approximately 3 million products. That estimate 
may have included some duplication of products labeled differently by the individual 
services, but it represented a cataloging from which a great deal of duplication had al- 
ready been weeded out. See Lincoln, Economics of National Security, p. 323 (2d ed., 1954). 
With the increasing complexity of our equipment since that time t is more likely the 
figure has increased rather than decreased. 

43 Indicated in the daily publication of the U.S. Department of Commerce, Office of 
Field Services, “Synopsis of U.S. Government Proposed Procurement, Sales and Contract 
Awards.”’ Proposed procurements listed under Defense purchasing offices include only 
those estimated to exceed $10,000 in value. The procurements listed in the text were taken 
almost entirely from a random sampling of three recent issues of this publication, Synopses 
No. PSA—2403—05, dated Oct. 23, 26, 27, 1959. 
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manent equipment ; building underground power distribution systems ; 
and janitorial maintenance. They include, for the Army, untreated 
lumber, laundry equipment, drilling rigs, dog food, telephone facil- 
ities, power-operated lubricating units, radial drilling machines, a 
portable basketball floor and plumbing pipe and fittmgs. The Navy 
may require transformers, dishwashing machines, distinguishing 
flags, aluminum alloy mold castings, wrenches, gas and electric water 
heaters, air-conditioning equipment, hydraulic-powered cranes, and 
wire von The Air Force, m turn, may procure photographic print- 
ing and dry development machines, telephone jacks, electron tubes, 
ice cream and sherbet, ball bearings, floor-mounted bending and form- 
ing machines, prescription safety glasses, and spare parts for liquid 
oxygen storage tanks. As this hist suggests, the products utilized by 
the Armed Forces cover nearly the whole spectrum of products for 
the civilian economy. 

Procurement problems could be mitigated, of course, if all such 
products could be standardized types concurrently produced for the 
civilian market. While some products such as toothbrushes, food- 
stuffs and other “housekeeping” items may be obtained “off the shelf,” 
the intended military usage of many others requires individualized 
specifications, For example, ordinary shoes or boots, seemingly sat- 
isfactory for military service, may have to be designed to meet special 
terrain or climatic conditions in their intended use. 

Aside from this volume of items similar to standard civilian prod- 
ucts, procurement agencies must obtain a wide variety of military 
weapons and specialized supporting equipment. While effort is ex- 
pended to cnmeies the specifications of many of these, the process 
of improvement is continuous. Accordingly, procurement officers are 
constantly faced with changes of specifications." 

Beyond this, procurement must be vitally concerned with obtain- 
ing long-range research, development, design, and production of fu- 
ture weapons. This forced acceleration of technological develop- 
ments, progressively outmoding existing expensive weapons, is an 
essential to maintenance of national safety. The process has pro- 
liferated military requirements since World War Il. Most succeed- 
ing developments—in tanks and ships, jets, missiles, and space ve- 
hicles—are ever more complex and costly, requiring more and more 
supporting equipment and imposing new supply burdens. 

In sum, defense procurement involves each year the placement of 
many thousands of contracts covering the supply of millions of total 
items ranging from “off the shelf” products ; weapons, equipment, and 
supplies with widely varying degrees of standardization; followup 
contracts for the latest weapons just reaching operational use; initial 
production contracts for newly developed weapons, which when oper- 
ational may make obsolescent the current new weapon; and research 
contracts to develop possible weapons to make obsolete all earlier 
types. This rate of obsolescence may be illustrated in jet aircraft and 
missiles. Hardly a production model aircraft on the buying list for 
fiscal year 1959 was found in the 1955 buying program. Stinilasty, 


% During World War II, for example, there were over 600 es design changes 
in the carbine after it first went into production. Changes in tank specifications averaged 
several hundred a week, and during one period in 1944 reached a total of 6,000. ‘“Eco- 
nomics of National Security,” supra, pp. 302, 310. 
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almost no missiles contracted for in 1959 were being produced in 
operational quantities in the earlier year.” 


B. Determination of procurement needs 


The size and complexity of the defense commitments involve supply 
in fantastic complications of planning, programing and scheduling. 
Resources of money for supplies and industry capacity to produce 
them are necessarily limited. Decisions as to which items are to be 

rocured, in what quantity, where and when—prerequisite to the 
Ditting of contracts—must be long preceded by policy decisions on 
future military tasks of the armed services. New defense obligations, 
changes in long-range strategy, annual So levels and the 
ever-increasing rate of technological development each may drasti- 
cally alter supporting supply patterns. 

Decision on a particular weapons program requires balancing its 
requirements against needs and resources involved in other programs. 
Annual appropriations for the military departments set Congress’ 
preference for certain programs as against others. In each of the 
departments, considerations are weighed and decisions made as to 
projects to receive primary emphasis, to be revised or to be abandoned 
in favor of new developments. In each instance a balance must be 
struck as to need of the weapon against the money, personnel and 
skill available, the capacity of industry to supply the complex items 
and the production lead time involved in the project. All these de- 
cisions must be made on a forecast basis, for if the armed services are 
to serve the primary and overriding purpose of national defense, the 
items required must be in being at the time and place events may 
require. 

Even after long-range plans have been made, supply support must 
remain flexible. From initial determination of need for a weapon 
to its finished production involves a period of fluidity and frequent 
revision. Each phase of this process, from research for what may be 
possible, through experimentation to determine whether the possibility 
is practicable, to development into operational use, makes inevitable 
frequent change in supply considerations. To be effective, planning, 
like any forecasting, 1s largely an empirical programing. 

The foregoing considerations relate to new projects. But one char- 
acteristic of today’s defense problem is the accelerated rate and scope 
of new technology development, which projects rapid obsolescence 
for all kinds of military weapons, the most fanastically complex new 
weapon as well as those items long in existing stocks. oreover, even 
where standard items are not changed, the rate of use of existing stock 
will have wide fluctuations between services at different times. These 
must be anticipated with nice accuracy to avoid shortages and, on 
the other hand, to prevent overstocking, which taxes shortage fa- 
cilities and adds unnecessarily to storage costs. 


C. Machinery of procurement 


Programing for procurement, then, begins with broad decisions of 
foreign policy and national security determining basic strategic mis- 
sions for the Armed Forces. These decisions are then formed into 


* Statement of W. J. McNeil, Comptroller of the Defense Department. Hearings on 
January 1958 Economic Report of the President before the House and Senate Joint 
Economic Committee, 85th Cong., 2d sess., p. 317 (1958): 
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more specific supply programs for each of the services. Within each 
military department these programs are further researched for trans- 
lation into terms of specific need, the stage where actual procurement 
of specific new items can be requested.” anny 

A complex framework of centralization and decentralization to fit 
varying requirements characterizes the procurement organizations in 
the Department of Defense. Some agencies such as the Military 
Petroleum Supply Agency and the Military Medical Supply Agency 
are organized to handle all procurement in these specialized fields for 
the entire Department of Defense.’ In certain categories of products 
there has been established a system of coordinated procurement, un- 
der which one of the services is assigned the duty of procuring for 
all three.** Aside from this, each of the three armed services has its 
own procurement arm to obtain its requirements. The function may 
be relatively concentrated in one central agency, as in the Air Force 
with its Air Materiel Command, or split up among the service's tech- 
nical corps or bureaus. Extreme decentralization is represented by 
the authorization to appropriate officials in individual service bases 
and installations to handle their own procurement of certain special 
services and goods. 

In the Army, appropriate procurement authority is lodged in 
each of the seven technical services, the continental Army commands, 
the National Guard Bureau, the Military District of Washington, and 
the major overseas commands. Navy procurement is handled by each 
of the technical bureaus, the Office of Naval Research, the Military 
Sea Transportation Service and the Marine Corps. Air Force pro- 
curement, as noted above, is largely concentrated in the Air Materiel 
Command, with special procurement authority lodged in the Air Re- 
search and Development Command.”® 

While procurement control and supervision are centrally exercised 
in the Defense Department and within each of the services’ purchas- 
ing agencies, the actual procurement offices are scattered widely. In 
the Army, for example, there are 33 “principal purchasing offices” 
under the Corps of Engineers, Ordnance Corps, Quartermaster Corps, 
and Signal Corps alone.” 

The size and widespread scope of a service’s supply and purchasing 
operation can best be illustrated by the Air Force, he procurement 
authority is largely centralized. The farflung nature of this organi- 
zation and of the supply command required to service it suggests the 
magnitude of the procurement task. In 1956, the Air Force included 
10,000 organizational units in 18 major commands, operating 300 
bases and 1,850 other installations all over the world. Materiel sup- 
port was required for SPOT CEERI 24,000 aircraft and upward of 
200,000 vehicles, as well as innumerable other types of equipment and 
supplies. Its supply service, the Air Materiel Command, employed 
approximately 150,000 civilians and 15,000 military personnel. In 
addition, there were thousands of persons within the other 17 com- 


1% See Millett, “Government and Public Administration,” BP. 316-322 (1959). 

17 Armed Services Procurement Regulation (ASPR) 1-—201.3. In addition, by interagenc 
agreement, General Services Administration handles all procurement of certain items, suc 
as office equipment and — for the entire Department of Defense. 

4 ASPR 4-201. For a listing of these products see, for example, Air Force Procure- 
ment Instruction (AFPI), 4-250.1. 

2% ASPR 1—201.38. 

*” Army Procurement Procedure (APP) 1—251.2, 
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mands concerned exclusively with supply. Assets of Air Materiel 
Command amounted to over $33 billion. It was estimated that 15 Air 
Force depots stocked over 800,000 products in 50 million square feet 
of storage space. More than 41 milKon items were processed by these 
depots. Air Materiel Command prime contracts had a face value 
of approximately $36 billion, and expenditure for procurement of 
supplies and services amounted to approximately $11.5 billion.” 

When programing requirements for a product have been broken 
down into individual lots for procurement by a certain time they are 
transmitted through service channels to appropriate procurement 
offices for letting of contracts. Here, in the hands of one of the many 
thousand individual contracting officers lies the focal point of the 
procurement process.” 

Careful specifications govern the qualifications required in selection 
of these officers. The qualifications include successful completion of 
a specified course of study or equivalent training and experience, de- 
sirable traits of character and personality, and previous on-the-job 
training in a purchasing office. (Guidelines are set forth for evaluating 
equivalent training.” 

The contracting officer’s operating procedures and exercise of dis- 
cretion are governed by a variety of instructions from higher 
authority—the Armed Services Procurement Act, which is the basic 
statutory authority on defense procurement; the Armed Services 
Procurement Regulation issued by the Assistant Secretary of Defense 
(Supply and Logistics); the regulations of the individual services 
which interpret and apply the ASPR to the conditions of the par- 
ticular service; ** and a variety of directives and instructions issued 
from time to time which may also deal with one or another phase of 
procurement. 

The Armed Services Procurement Regulation alone contains ap- 
proximately 800 pages of specific and detailed instructions to con- 
tracting officers, designed to cover possible contingencies a contracting 
officer may face and to enumerate factors he must consider. They are 
constantly being revised to meet new situations to change policies or 
procedures or to remove ambiguities. The instructions cover the 
many steps in the procurement process, from maintenance of bidders’ 
lists, through invitation for bid or requests for proposals, negotiation, 
contract provisions, award of contracts and termination of contracts, 
inspection and acceptance of supplies, as well are reporting various 
contracting operations. Every effort appears to have been made to 
make the instructions specific. However, the variety of supplies and 
services to be procured—ranging from simple nuts and bolts to com- 
plicated electronic devices and research for new weapons—with in- 
numerable possible variations in procurement circumstances, appears 


to make such specific instructions a maze of detail for the contracting 
officer. 


a pt ote of the Air Force, “Air Force Supply, Management Handbook (AFM 67-10)” 


. 


22 Responsibility of contracting officers varies widely: local post or ship supply offic 
may procure directly items of local need; or the contracting officer in - mater wuele 


operation may have a considerable staff of negotiators who handle details of many 
contracts for his approval. 


23 For examples of these specifications, see APP 1-450 and AFPI 1-452, 


™% These regulations are the Army Procurement Procedure, Navy Procurement Directives 
and Air Force Procurement Instruction. , 
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The procurement responsibility devolving upon the contracting offi- 
cer requires a balancing of many important factors in each contract. 
In addition to the primary military considerations, there are an im- 
posing array of external factors which a procurement officer must take 
into account in the letting of contracts. These include such diverse 
matters as set-asides for small business *° or for labor surplus areas,” 
priorities and allocations,” adequacy and availability of specifica- 
tions,”* various transportation factors which may affect costs,?° mainte- 
nance of a list of firms debarred from bidding,®° as well as maintenance 
of an active bidders’ list.** 

Furthermore, if procurement is by negotiation rather than by for- 
mal advertising, there are a number of other factors required to be 
considered.” Snes and above such obvious ones as comparisons of 
price, quality, and delivery time, consideration is to be given whether 
the business concern is a “small” business; whether the prospective 
supplier is a “planned producer” under the industrial mobilization 
program; whether expansion or conversion of plant facilities is re- 
quired ; the extent of subcontracting; and the possible need for broad- 
ening the industrial base by the development of additional suppliers. 

Particularly, procurement officers are cautioned to coeaaae the 
factor of competitive procurement. They must insure that proposals 
or bids being requested are from a sufficient number of sources to 
assure full and free competition under the particular circumstances 
of each procurement : 


Irrespective of whether the procurement of supplies or 
services from sources outside the Government is to be effected 
by formal advertising or by negotiation, competitive pro- 
posals (“bids” in the case of procurement by formal adver- 
tising, “proposals” in the case of procurement by negotia- 
tion) shall be solicited from all such qualified sources of sup- 
plies or services as are deemed necessary by the contracting 
officer to assure such full and free competition as is consistent 
with the procurement of types of supplies and services neces- 
sary to meet the requirements of the military department con- 
cerned, and thereby to obtain for the Government the most 
advantageous contract—price, quality, and other factors 
considered. 


Aside from this, however, attention of contracting officers is not di- 
rected toward consideration of the impact of procurement on the com- 
petitive structure of the supplying industries. 


D. Renegotiation of procurement contracts 


The machinery of procurement aims to assure the Government the 
needed defense supplies and services at a fair and reasonable cost— 
price, quality, and other factors considered. As production under a 
contract develops, the estimated price may represent a greater than 


* ASPR 1-706. 


2 ASPR 1-306. 
*® ASPR 1-601. 
3 ASPR 2-204. 
3 ASPR 3-101. 
% ASPR 1-302.2. 
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fair return. The undue share of profit may be recovered by the Gov- 
ernment under price redetermination provisions of a contract. Be- 
yond this, Congress enacted legislation to assure recoupment of ex- 
cessive profits through renegotiation. 

Under the 1.951 Reneiiotietion Act ** provision is made for “the 
elimination of excessive profits from contracts made with the United 
States, and from related subcontracts. * * *”’%* The contracts cov- 
ered are those entered with specifically listed national defense agen- 
cies, in which the amounts received or accrued by a contractor or sub- 
contractor during a fiscal year ending after June 30, 1956, aggregate 
over $1 million.** 

The act requires that contracts of the various national defense 
agencies include an agreement by the contractor to the elimination of 
excessive profits through renegotiation.** Every person who holds 
contracts or subcontracts subject to the act shall file within 5 months 
after the end of his fiscal year a financial statement and such other 
information as the Renegotiation Board by regulation prescribes.** 

The act lists the following factors which the Board is to consider 
in determining excessive profits: (1) reasonableness of costs and 
profits, (2) net worth, (3) extent of risk assumed, (4) nature and 
extent of contribution to the defense effort, (5) character of busi- 
ness, (6) such other factors as the public interest and fair and equit- 
able dealing may require. At the same time, recognition must be 
given to the efficiency of the contractor or subcontractor, with particu- 
lar regard to attainment of quantity and quality production, reduc- 
tion of costs, and economy in the use of materials, Facilities, and man- 

wer,*® 

After considering the foregoing factors, the Board endeavors to 
make an agreement with the contractor to eliminate the excessive 
profits. If no agreement can be reached, its order determines the 
amount of refund,” subject to Tax Court appeal. 

Between late 1951 and midvear 1958, the Board was instrumental 
in recovering a total of $728 million in “excessive profits,” and of some 
part of an additional $818 million “ in voluntary refunds and price 
reductions. As a result of the highly speculative nature of their 
advanced aircraft and missile development contracts, the major air- 
craft companies, in particular, have had to make substantial refunds 
on past earnings. Recaptured “excessive profits” from them have 
already passed the $100 million mark (on a pretax basis), with contract 
payments since 1955 still under study. 


Ill, DEFENSE PROCUREMENT METHODS 


The methods by which the Armed Forces have obtained their sup- 
plies have changed over the years. Traditionally, Government supply 
contracts were let after publication of exact specifications, call for 


% 50 U.S.C. App. 1211-1223 (1952). It was recently extended for 3 years by Public Law 
No. 86—89, 86th Cong., Ist sess. (1959). 

*® 50 U.S.C. App. 1211 (1952). 

350 U.S.C. App. 1215(f) (1) (1952). 

8750 U.S.C. App. 1214 (1952). 

50 U.S.C. App. 1215(e))(1). (1952)i; 32 CFR 1470.3 (1954). 

8 50 U.S.C. App. 1213(e) (1952). 

#50 U.S.C. App 1215(a) (1952). 

4150 U.S.C. App. 1218 (1952). 
ae Federal income and excess-profits tax credits. 50 U.8.C. App. 1215(b) (8) 


#8 Altschul, “Hazard to Aircraft,” Barron’s Weekly, Oct. 19, 1959, pp. 9, 19. 
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sealed bids, and acceptance of the lowest bid. During the World War 
II mobilization period, formal advertising was found to be inadequate 
and widespread direct negotiation of contracts with suppliers was 
initiated. Postwar legislation recodified procurement authority, es- 
tablishing detailed categories within whiah use of the time-honored 
bid process was not necessary. With minor modification, that legis- 
lation continues to govern present-day military contracting. 

A. Background 


Historically, Government procurement has been primarily by formal 
advertising. This method was specified in Civil War legislation.“ 
Except where the public exigency required immediate delivery, pur- 
chases were to be made by advance public advertising of specifications 
asking for sealed bids, and by public opening of the bids received. 
Award was to be made to the lowest responsible bidder who met the 
advertised specifications.“ The only exception to the advertising re- 
quirement, other than urgency, was for purchases of small value 
ranging from $25 to $500.*¢ ver the years, however, a number of 
isolated statutory exceptions were permitted to various purchasing 
agencies, including one or another of the military services. 

In the mobilization period prior to our entry in World War II, 
the United States had to begin a rapid buildup of its forces and 
supporting industrial base, while also sending large volumes of war 
material to British and Allied forces. These strains on the defense 
procurement machinery caused the Congress to abandon peacetime 
statutory requirements for formal advertising. By acts of June 28 
and July 2, 1940, the Congress enabled the Army to negotiate pur- 
chases without restriction and authorized the Navy to negotiate con- 
tracts for ships and airplanes, including equipment and accessories.“ 

After U.S. entry into World War IL the War Production Board 
held general direction over military purchasing, though actual pro- 
curement was performed by the services. The Board’s policymak- 
ing powers extended to purchase prices, contract terms, specifications, 
financing, scheduling, and the selection of sources of supply. It 
established the basic policy that contracts were to be sisibad pursuant 
to negotiation rather than formally advertised bidding.” 


B. Armed Services Procurement Act 


After World War II, Congress enacted the Armed Services Pro- 
curement Act of 1947.° That act presently controls procurement 
of all kinds of property by the military departments in the Depart- 
ment of Defense. It also applies to procurement by the Coast Guard 
and the National Aeronautics and Space Administration.” 

The armed services had requested Congress to regularize their 
various statutory exceptions on a revised peacetime procurement foot- 
ing. Accordingly, the act represented both a fundamental return to 
traditional advertised procurement and, in essence, a rounding-out 


# Rev. Stat. 3709 Gers) ; 41 U.S.C. 5 (1952). 
«4 Comp, Gen. 330 (1926). 
#41 U.S.C. 6 (1952). 
“7 54 Stat. 676 (1940); 54 Stat. 712 (1940). 
“U.S. Civilian Production Administration, “Industrial Mobilization for War,” vol. I, 


pp. 521, 522 (1947). 
“WPB Directive No. 2, Mar. ‘ 1942, amended Oct. 
© 70A Stat. 127-133 eet U.S.C. 2301-2814 ( 


10, 1942. 
. V,.1958). 
= 70A Stat. 128 (1956), 10 58). 


8&.C, 2303 (supp. V, 19 8 
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and codification’ of a scattering of earlier specific permissible ex- 
ceptions. In addition, it contained a number of new exceptions to 
formal advertising based on procurement lessons of the war. 

The act specifies that procurement shall be pursuant to formal ad- 
vertising, which Congress viewed as the method which “assures the 
Government of fair and reasonable prices for the supplies and serv- 
ices procured, and affords an equal opportunity to all suppliers to com- 
pete for and share in the Government’s business.” °* In certain 
specific situations negotiation was authorized in order to place “the 
Government’s contracting officers in a position to secure better prices 
and products through broadened authority.” ** The Senate commit- 
tee reporting the legislation recognized that— 


much of the existing legislation providing for formal adver- 
tising, sealed bids, and award to the lowest responsible bidder 
could be interpreted as authorizing the exercise of sound 
discretion by a contracting officer so as to permit him, in 
appropriate situations, to award a contract in the light of 
other—and perhaps more important—factors than the lowest 
initial price. However, the committee also recognizes that 
during the time this legislation has been in effect a sub- 
stantial number of strict administrative interpretations have 
been made, out of which has grown the present traditional 
approach that Government contracts must be awarded pri- 
marily on a lowest-price basis, irrespective of the best. public 
interest or of lower ultimate cost. 


The committee emphasized the need for permitting discretion, 
where negotiation was authorized, to use either formal advertising 
or negotiation as circumstances might require. Referring to the tra- 
ditional approach to formal advertising, it said: 


This attitude has had the only result which would be 
expected—the award of contracts in a purely mechanical 
way to the lowest bidder with no exercise of judgment or 
discretion on the part of the purchasing officer. ‘The com- 
mittee is firmly of the opinion that this is not in all cases 
the best way to conduct a business.™ 


While providing for formal advertising as the general rule in 
procurement, the act expresses Congress’ recognition that in certain 
types of situations negotiation may be necessary or desirable. Ac- 
cordingly, it sets forth 17 exceptions to the general requirement for 
formal advertising. Of these, 10 are essentially codifications of 
earlier exceptions, and 7 are new. 

With approval of the Armed Services Procurement Act of 1947, 
the President requested the Secretary of Defense to implement it 
with “detailed standards to guide your procurement officers.” °° The 
Armed Services Procurement Regulation thereafter issued, stating 
as its purpose the establishment for military departments of the De- 


62S. Rept. No. 571, 80th Cong., 2d sess., p. 2 (1947). 

58 Thid. 

& Thid. 

8 Thid. 

“Hearings Before the Special Subcommittee on Procurement of the House Committee 
on Armed Services,” 82d Cong:,'2d sess., vol. 3, p. 3467 (1952). 
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partment of Defense of “uniform policies and procedures, relating to 
the procurement of supplies and services. * * *”™ 

In setting forth the general policies as to methods of procurement 
the regulation notes that— 


It shall be the objective to use that method of procurement 
which will be most advantageous to the Government—price, 
quality, and other factors considered. Such procurement 
shall be made on a competitive basis, whether by formal 
advertising or by negotiation, to the maximum practicable 
extent, in accordance with the policies and procedures set 
forth in this regulation. Procurement shall be effected by 
advertising for bids and thereafter awarding a contract to 
the lowest responsible bidder * * * except that procurement 
may be effected by negotiation when authorized. * * **® 


1. Procurement by formal advertising—The regulation requires 
that wide publicity be given to proposed procurements by formal ad- 
vertising,” with publication of invitation,® synopses of proposed 
procurements,” public display of invitations to bid,* and mailing of 
invitations to qualified suppliers. In language similar to the act,® it 
requires bids to be solicited “from all such qualified sources of supplies 
or services as are deemed necessary by the contracting officer to assure 
such full and free competition as is consistent with the procurement 
of the required supplies or services.” © It prescribes contents of the 
invitation for bids, requiring specifications for the product to be pro- 
cured. In accordance with the act, the regulation provides for 
public opening of bids.* 

The regulation, adopting the language of the act, provides that 
award shall be “to the responsible bidder whose bid conforms to the 
invitation and will be the most advantageous to the United States, 
price and other factors considered.” ®* It lists a number of such fac- 
tors,” and provides that “an award shall not be made to other than 
the lowest responsible bidder except in accordance with procedures 
prescribed by each military department.” 7° 

2. Procurement by negotiation—Exceptions authorizing negotia- 
tion cover several specific categories of purchases and a number of 
specialized procurement situations. Thus, they provide for emergency 
situations not permitting the delays incident to formal advertising 
(exceptions 1 and 2); for purchases so small that the formal pro- 
cedure would be unwarrantedly expensive (exception 3); for con- 
tracting for personal or professional services or the services of an 
educational institution (exceptions 4 and 5); for property or serv- 
ices produced and used outside the United States (exception 6) ; 


57 ASPR 1-101. 
5 ASPR 1-301. 
5° ASPR 2-202. 
© ASPR 2-202.3 and 2—202.4. 
S ASPR 2-206. 


@ ASPR 2-401. 

®70A Stat. 130 (1956), 10 U.S.C. 2305 (supp. V, 1958),; ASPR 2-406. 
© ASPR 2-406.3. 

7 ASPR 2-406. 
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for purchases of medicines or medical supplies, supplies intended 
for resale, and subsistence supplies (exceptions 7; 8, and 9); for 
situations when it is impracticable to obtain ce mom (exception 
10); for experimental, developmental or research work (exception 
in ; for property or services the procurement of which should not 
be publicly disclosed (exception 12); for technical equipment re- 
quiring standardization or interchangeability of parts (exception 
13); for technical or special property requiring substantial initial 
investment (exception 14); for situations when it is determined 
that bid prices are unreasonable or have not been independently 
reached (exception 15); for maintenance of particular sources of 
supply or services necessary for mobilization needs (exception 16) ; or 
- situations which are “otherwise authorized by law” (exception 
17).™ 

The discretion given to contracting officers to negotiate purchases 
under these 17 exceptions is carefully elaborated by the Armed Serv- 
ices Procurement Regulation with respect to each exception. It also 
provides general instructions applicable to all procurement by nego- 
tiation. Proposals “shall be solicited from all qualified sources of 
supplies or services as are deemed necessary by the contracting officer 
to assure full and free competition consistent with procurement of the 
required supplies or services.” *? Price quotations should be solicited 
with supporting cost data and other matters deemed necessary by the 
contracting officer.** Proposed unclassified procurements are to be 
published in the “Synopsis of U.S. Government Proposed Procure- 
ment, Sales, and Contract Awards.” 

The regulation sets out factors to be considered in negotiation. In- 
cluded are directions for “comparison of the business reputations, 
capabilities, and responsibilities of the respective persons or firms, 
who submit quotations,” “consideration of the quality of the supplies 
or services offered,” “consideration of delivery requirements,” and 
“consideration of the extent of subcontracting.” ** “The type of con- 
tract to be utilized is to be determined on consideration of the “degree 
of competition present” and the “extent and nature of subcontracting 
comtemplated,” among other factors.”® 

As to the extent of negotiation required, the regulation provides 
that written or oral discussions are normally to be conducted “as may 
be required to obtain agreement most advantageous to the Govern- 
ment.” Where a proposal is “clearly and substantially more advan- 
tageous to the Government” in the contracting officer’s opinion, “nego- 
tiations may be conducted with that offeror only.” Also, “where the 
contracting officer is satisfied that the most favorable proposal is fair 
and reasonably priced,” “where a substantial number of clearly com- 
petitive proposals has been obtained,” he may accept that original 
proposal without further negotiation.” 


7210 U.S.C. goes (a) {upp V, 1958 


). 
7 ASPR 3-101. his provision is substantially identical with the regulation dealing 
“SA ea by advertising. See p. 17, footnote 65, supra. 
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After the award of a negotiated contract, a synopsis is to be pub- 
lished in the “Synopsis of U.S. Government Proposed Procurement, 
Sales, and Contract Awards.”’® Generally, written notice is also to 
be given to the unsuccessful offerors of the number of prospective 
contractors solicited, the number of proposals received, the name and 
address of each offeror receiving an award, and the price at which 
the award was made. Where the award is made on the basis of prices 
which were not the lowest submitted, unsuccessful offerors submitting 
the lower prices can, on request, be furnished the reasons why their 
lower-priced proposals were not accepted. 

Most negotiated procurement, it has been contemplated by Con- 
gress, would be by means of fixed-price contracts.** Available sta- 
tistics from the Department of Defense suggest that this anticipation 
has not been realized. Use of fixed-price contracts as compared with 
cost-reimbursement contracts has shown a generally steady decline.* 
In 1951, approximately 87 percent of the value of all procurement 
actions involved fixed-price contracts; this percentage had declined 
to 59 percent in 1959. Unfortunately, these data do not differentiate 
between advertised and negotiated contracts. However, since all the 
dollar value of advertised procurement is under fixed price type 
contracts, it seems clear that a fairly large share of negotiated procure- 
ment is by other than fixed-price contracts. 


OC. Operation in general 


In enacting the Armed Services Procurement. Act, Congress in- 
corporated a number of earlier statutory exceptions to formally ad- 
vertised procurement and extended them uniformly to all three mili- 
tary departments. These and other exceptions introduced for the 
first time, it was believed, would add procurement flexibility in limited 
situations to obtain greater benefit for the Government. However, 
it was still contemplated that “the t volume of purchases and con- 
tracts will be made as a result of advertising for bids.” ™ 

Subsequent rience, however, has not borne out this anticipation. 
In terms of number of procurement actions during fiscal year 1959, for 
example, less than 300,000 were formally advertised, as against some 
514 million negotiated actions. This picture is, of course, distorted 
by the very large number of minor purchases involving not more than 
$2,500 each—almost 5 million of them—which are negotiated to avoid 
the time and expenditure incident to more formal processing. Ex- 
cluding these and the considerable volume of purchases negotiated 
outside the United States, the remainder are slightly less than the 
number of advertised contracts, 245,803 to 283,220.°° 


7” ASPR 3-106.2. 

% ASPR F088 tb e 

St ASPR 3~-106.3(b). 

3 However, =e that “[t]he right to use the most suitable type of contract is 
an inseparable adjenst the right to procure by tiation,”’ Congress gave wide dis- 
eretion for negotiated contracts. S8. ~— No. 571, Cong., 2d sess., p. 16 (1947). 
The regulation permits use in negotiation of a variety of contract von among which 
are: firm fixed-price contracts ene for the redetermination of p bu 

racts, time and ma 8 contracts, labor-hour contracts, letter contracts, 
e. 


ment- cont 
and indefinite-delivery- contracts. Contracts may be of any of these types or com- 
bination of types. 3-400—3-405. 


ASP 
See Appendix table 1, p. 43. 
*S. Rept. No. 571, 80th Cong., 2d sess. 6 (1947). 
* Office of the Secretary of —e “Department of Defense Number and Net Value of 


Formally Advertised an tary Prime Contract Procurement Actions, 
Year 1959” (Oct, 16, 1959). 
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In terms of dollar value, by far the largest. volume of procurement 
actions has been negotiated. Negotiated contracts have represented 
more than 80 percent of procurement actions each year since the out- 
break of the Korean emergency. The comparison is shown in the 
following table. 


TABLE 1.—Net value of military procurement actions, with business firms for work 
in the United States, classified by method of procurement, fiscal years, 1951-59 


[Dollar amounts in millions] 





| 1 | 
| Formally advertised | Negotiated procurement 




















| Total net procurement 
Fiscal year value 
Amount | Percent Amount | Percent 
oe a i aaliatet e omnes | aes 

1951__ ead $30, 823 $3, 720 12.1 $27, 103 87.9 
1952 iZx : 41, 482 4, 479 10.8 37, 003 89.2 
1953. . ...- yte ES a chs ina eeidees 27, 822 3, 089 IL1 24, 733 88.9 
1954 __ . ect 11, 448 1, 789 15.6 9, 659 84.4 
1955 bivnds e bidbet 005d te ‘ 14, 930 2, 386 16.0 12, 544 84.0 
1956 as: . 17, 750 2, 815 15.9 14, 935 84.1 
1957 se 2 Ssatd eo 19, 133 3,321 17.4 15, 812 82.6 
eee snateantilt : - 21, 827 3, 115 4.3 18, 712 85. 7 
1959 pees de eh aalee : 22, 744 3, 089 13.6 19, 655 86. 4 

86.6 


RL CEE » - wos cncecasencene 207, 959 27, 803 13.4 180, 156 


Source: 1951-58, Department of Defense, ‘Military Prime Contract Awards to Small Business and 
Other Contractors,” July 1957-June 1958 at 24, 27; 1959, “‘Advice of the Department of Defense.’’ 


The combination of swift changes in world events and the constant 
acceleration of technological developments has emphasized the use of 
statutory exceptions to advertised procurement for complex items and 
for research and development.% The tremendous costs of these proj- 
ects have been a primary factor in the disproportionate swelling of 
the dollar volume of negotiated procurement. Accordingly, although 
these negotiated exceptions may well have been utilized carefully,” 
developments in requirements problems have increased their use. 

The simple presentation of statistics, however, tends to present a 
black-and-white contrast in procurement procedures which is not con- 
firmed by the actual operation of the program in recent years. In 
many areas there have evolved considerable points of similarity be- 
tween operating procedures under formal advertising and negotiation. 
At some points they have tended to blend together. 

As noted above, the regulation provides for as widespread a solicita- 
tion of individual company negotiation proposals as possible under the 
particular circumstances of the procurement.* With certain excep- 
tions, such solicitations receive widespread general publicity, as do 
formally advertised requests for bids, by publication in the Commerce 
Department’s daily Synopsis.*° Under efficient administration of 
negotiating procedures, there may well be as many or more companies 


competing for a negotiated award as respond with sealed bids under 
formal advertising. 


*¢For a breakdown of the dollar value of procurement under each negotiated exception 
to the act for the past 3 fiseal years, see appendix tables 2, 3, and 4. 

* But see p. 18, supra. 

5% See p. 18, supra. 

* See ASPR’s 3-302.1 and 2—206.1. 
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It has been noted that a vast number of low value purchases are 
negotiated. Much of that business goes to smaller firms, thus encour- 
aging competition from that important segment of the economy.” 
The program of set-asides to small business, in turn, presents an in- 
stance of blending advertising and negotiation. An appropriate pro- 
curement is withdrawn from general advertised bidding and set aside 
for bidding by small business firms only. Where only part of an 
award is set aside there is formally advertised bidding for the remain- 
der, followed by negotiation among the small business bidders for the 
set-aside portion.*: For classification purposes, all small business set- 
asides are considered as negotiated procurement. Where the set-aside 
is by unilateral defense action, it is authorized as such under the 
national emergency exception.® Set-asides jointly made with Small 
Business Administration are authorized under exception 17 and the 
Small Business Act.% 

Another blending of the two methods is found in the “two-step 
formal advertising” procedure recently adopted experimentally by the 

Air Force for procurement in appropriate circumstances. When the 
service does not have detailed performance specifications—or is un- 
able to prepare them accurately enough—to precisely define the de- 
sired product “package,” negotiating procedures are utilized to ob- 
tain technical proposals, without prices, from a number of defense 
contractors. The proposals are reviewed im Air Force laboratories 
to determine the technical acceptability of the products offered and to 
evolve from them the precise performance characteristics desired. 
Following this, those contractors whose proposed products have been 
determined to be acceptable are given the opportunity to bid under 
normal advertising procedures for award to the lowest responsive 
bidder.” 

In sum, it would be unwise to draw general conclusions on compe- 
tition from the bare comparison of overall statistics. It is true that 
negotiation, unlike formal bidding, ultimately depends upon ad- 
ministrative decision. However, the negotiation exceptions in the 
act, were drawn to permit such flexibility im decision, in situations 
where speed, complexity, or overriding defense considerations require 
departure from traditional bid procedures. It is still true that the 
antitrust ideal of determination by competition better leave decision 
to competitive forces in supplying industries. Yet where negotiation 
is necessary, administrative discretion can be used wisely within the 
framework of various military considerations so as not to distort 
competition within such industries. 


° The Senate Committee on Government Operations expressed the view that negotiated 
procurement provides ample competition in small lot purchases. “In some instances greater 
competition may be engendered than by formal advertising, as where paperwork costs or 
lack of understanding of formal bid procedures may deter pro tive contractors, particu- 
larly small business concerns, from submitting bids on small dollar amount procurements. 
Increased competition and lower prices would flow from the simplification, speed, and simi- 
larity to commercial practice regulated negotiation of small procurements would provide.” 
Ss. Rept. No. 2201, 85th Cong., 2d sess. 5 (1958). 

® See Small Business Administration; Twelfth Semiannual Report, for Six Months 
Pnding June 30, 1959, pp. 73-78 (Sept. 10, 1959). 

*® ASPR 3-201. 

® 67 Stat. 232 (1953), as amended, 15 U.S.C. 631 (Supp. V, 1958). 

™ See Hearings on Department of Defense Appropriations for 1960 (pt. 5, Procure- 
ment), before the subcommittee of the House Committee on Appropriations, 86th Cong., 1st 
sess., pp. 493, 521-522 (1959). 
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IV. IMPACT ON INDUSTRY 


Necessarily, any survey perspective encompassing a full view of de- 
fense procurement machinery blurs the detail of its operation. So 
great is the sheer size of the military supply operation that it cuts 
across the lines of established industries. Attempts at measurement 
of its competitive effects on single industries by ordinary yardsticks 
yield confusing results. Even broken down into individual programs 
it is apparent that the effect of the program of supply for defense in 
today’s economy cannot truly be measured in terms of traditional 
industry boundaries. The greatest impact of its operation is the 
apparent creation of broadly different patterns of industrial organi- 
zation and competition for the future. Tak of general measurement 
data significant to competitive status problems hampers any final 
appraisal, 


A. General effects on business 


Before World War II, defense needs were a minor element in the 
economy, amounting in 1939 to $1.2 billion on a gross national prod- 
uct of $91.1 billion.*° World War II’s military needs abso a 
major ere of the Nation’s output and the postwar readiness effort, 
particularly since Korea, has made necessary a relatively high level 
of expenditures. The Department of Defense, implementing that 
effort, was described in 1955 by the Hoover Commission as— 


* * * by any yardstick of measurement, the (Nation’s 
largest organization. Its expenditures consume one-sevent 
of our national income. The Department employs 4,300,000 
people, which is more than twice the manpower for the 10 
argest corporations of the Nation combined, and is 7 per- 
cent of the active national labor force, including military 
personnel. Its assets, real and personal, approximate $140 
illion, which is equal to the value of all privately owned 
land in the United States. Its activities are spread through- 
out the 48 States, in 16,000 cities, and extend abroad to 52 
other countries.°® 


The Department, on June 30, 1959, employed 3,600,000 persons, and 
had real and personal property of $149.5 billion. 

From 1950 to 1959, while the national volume of business expanded 
76.5 percent, Defense Department expenditures expanded 246.2 per- 
cent. Currently, Defense Department expenditures amount to about 
9 percent of our gross national product. The following table shows 
its increasing force: 


% See table 2, p. 23, infra. 
*TJ.S. Commission on Organization of the Executive Branch of the Government, “Re- 
port No. 4: Business Organization of the Department of Defense,” p. 4 (June 1955). 
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TABLE 2.—Eapenditures for Department of Defense military functions as a per- 
centage of gross national product, fiscal years 1939-59 


(Dollar amounts in millions] 


DOD military 
function 


Gross 
Fiscal year national 
Percent of prod 
Expendi- gross 
tures national 
product 


SCOASdBNOCOBWO 

ESRRRSSSSE 

ner Da wWIoweo 
oo 

9P 90 $2 9050 = RO oy 

COOCSCANNHOHAN 


BESRSSSRo-7 
CorwmoorrKH ae Sho 
peoSSSEsonn 
Oananw-OPa@Dw 


\Preliminary actual. 


Source: 1939-40, ‘‘ Advice of Department of Defense;’’ 1941-59, ‘‘Department of Defense, OSD Comp- 
troller,”” EFAD-119, Oct. 13, 1959. 


Armed service expenditures for procurement of supplies and serv- 
ices comprise a large part of such spending. In 1958, for example, 
more than $23.8 billion was represented by such procurement.” This 
enlargement of the Defense Department as a source of business makes 
its contracts a major determinant of the functioning of the economy. 
Individual industries are affected in vary degrees, depending in part 
upos whether their products have both military and civilian use, or 
whether their utility is primarily or particularly military. It is 
evident that defense spending impact on the milk industry as a whole 
is less dramatic than on missile manufacturers. Obviously also, pro- 
ducers diversified in more than one industry will be less affected by 
5 gl emphases of defense procurement than those in only one 
The effect of a procurement contract on the contractor’s status varies 
widely, In the main there accrue several benefits to the contractor 
from defense contracting on a reasonably sustained basis. These 
benefits may include: 

1. Profits—Within the framework of present types of defense con- 
tracts and renegotiation procedures, a contractor is expected to make 
a reasonable profit on the goods and services supplied. This is the 
basic benefit of contracting. 

2. Reduced overhead.—The performance of defense contracts may 
permit continuous use of production facilities otherwise idle, mini- 
mizing possible slack seasons or reduced business activity. This may 
serve to lower overhead expenses, reducing unit costs of goods for the 
civilian as well as for the military market. Indirectly, therefore, such 
contracts can serve to increase profits on civilian goods in comparison 
with competitors. 

3. Personnel.—Uninterrupted production, assisted by defense pro- 
curement contracts, assures the continuity to attract administrative, 


% See Appendix table 5, p. 47. 
% See p. 13, supra. 
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technical and production personnel. The size and responsibilities of 
the related operations can be a powerful attraction to qualified 
personnel, ; 

4. Technology—Since much of military hardware is of highly com- 
plex types, specialized techniques are required in performance of pro- 
curement contracts. Whether worked out by the producer himself 
or in cooperation with the military authorities, this know-how can 
be highly valuable for production of similar goods for the civilian 
economy. Particularly in the new or improved civilian products 
which are the probable outgrowth of military technology advances, 
this head start may be one of the greatest sources of profit from the 
contract. 

In such areas contract awards have a peculiarly vital importance to 
future competition. In a previous report,” noting the serious com- 
petitive problems involved in performance of Government research 
contracts, one further indirect benefit was noted. Procurement opera- 
tions tend strongly in these major areas of new developments toward 
the use of the firm performing research and development. contracts to 
perform at least the initial production contracts. 

Defense procurement’s impact not only is apparent within a particu- 
lar industry, but it may also reorient industry lines. Major companies 
in one industry obtain contracts for production of a basic item within 
that industry, embodying auxiliary equipment normally produced by 
other industries. Acquisition of the technology in the new field may 
lead the company toward new lines. Aircraft manufacturers, for ex- 
ample, in shifting to missile business, have developed capabilities in 
electronics that may make them significant factors in that field. 

This particularly seems a result. of weapons system procurement, 
giving broad responsibility for development, design, and production 
of a whole complex weapon to one company. Such a company will, 
of course, widely subcontract much of the work on component parts. 
However, though mitigated by military supervision, “make or buy” 
decisions may make possible the invasion of new industrial fields by 
affording opportunity for the production of profitable components 
under the contractor’s own roof. 

To balance this picture, however, it should be recognized that to 
some the benefits of defense contracting are outweighed by disadvan- 
tages. There are companies which shy away from this business al- 
together, and others, after handling it for a period, are discouraged 
from seeking future defense work. Some find that the precontract 
expenses incident to preparing bids or proposals, often running into 
thousands of dollars, are more than they ean prudently expend upon 
the mere contingency of getting a contract. Other companies believe 
that renegotiation procedures, after completion of the contract, de- 
prive them of profits to the extent orginally contemplated. Still others 
state that the complexities of handling defense business—administra- 

tive redtape, changes in specifications, and inspection procedures— 
; tend to eat up a disproportionate share of the profit. Again, since so 
; many items in defense procurement are nonstandard, the necessity for 
establishing individualized production lines may involve greater ex- 
pense and time-consuming trouble than would appear warranted by 


































® Atiorney General, “Government Sponsored Industrial Research,” report pursuant to 
sec. 708(e) of the Defense Production Act of 1950, as amended, Nov. 9, 1956; committee 
print, Senate Committee on Banking and Currency, Dec. 6, 1958. 
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the profits reasonably expected. In production of some items pres- 
onity unrelated to commercial markets, the profit anticipation may be 
small, 

The increasing possibility that new technological development will 
outmode complex new products before production has begun lends 
further uncertainty. Thus, some of the latest weapons will be re- 
quired only in experimental quantities, and almost custom-produced. 
There will be no opportunity for assembly-line production in volume 
before newer replacements are devised, and production efficiency and 
maximum profits depend upon volume output. Accordingly, though 
it is infrequent, the military services may have to seek out firms to 
produce a particular item. 

Thus, defense contracts vary widely in rates of return to the reeipi~ 
ent, and consequently in impact. Both direct: and indireet benefits, 
whether tangible or catiegibing are realized according to the circum- 
stances surrounding each contract and the efficiency and ability of 
the contractor. A large degree of variance is also due to the different 
types of pricing provisions * adopted for different types of contracts.* 
Moreover, each contract is subject to revision as production problems 
eventuate or program needs change. 


B. Competitive effects 


Any consideration of defense procurement on the scale entailed by 
the current posture of world affairs must begin by noting that large 
scale military readiness efforts in World War I and World War II 
have been found as accelerating latent tendencies toward concentra- 
tion.* Certainly, the effort since 1950 is to be characterized as large- 
scale. Thus, during the Defense Production Act period, 1950-58, 
there were over 38 million separate military procurement actions * in 
the three services. Even tentative pps of data accumulated is a 
major effort; it indicates that any eo ation covering all or any 
significantly representative segment of those actions from the mass 
of records would be a task of overwhelming proportions. Aside 
from the number of actions involved, the operation of the procure- 
ment machinery * necessarily decentralizes parts of original records 
as to any particular commodity or industry operation. 

More important, a basic difficulty confronts attempts at precise 
analysis of raw file data on defense production in terms of competi- 
tive effects on existing industries producing identified products. In 
any measurement of the effects of particular supply operations on 
the basic industry, there is the preliminary problem of classification 
of purchases by commodity or by industry.* As noted, many of the 
larger procurement programs involve the supply of items highly spe- 


1A company working on a publicized weapon of the future may utilize this fact to 
benefit its overall business. It may advertise that its choice by the Government reflects 
its position as a ‘manufacturer of reliable quality products. This use is sufficiently wide- 
bread to suggest that it has advantageous promotional possibilitie. 
see ° , Supra. 
3 See Eocadte Mable CF Pp. 43. While these provisions may be of high importance com- 
petitively they are a detail complica ties necessarily ignored for survey purposes. 
Attorney General Defense Production Act Dee. 7, 1950. See also, Special 
Commission To Study Problems of American Small Business, ‘““Hconomie Concentration and 
World War II,” S. Doc. 206, 79th Cong., 2d sess. (Apr. 20, 1946, p. 1042. 
Pi oc p. oo 
upra, le . 
Kr eral. Trade Commission, “Report on Industrial Concentration and Product Diversi- 
fication in the 1,000 Largest Companies. 1950” (1951). 
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cialized to the military purpose, without civilian counterpart. Even 
in that large segment of products similar to civilian items, require- 
ments for added strength or specal equipment to adapt to defense 
missions will so specialize such production that it is not directly 
comparable with the industry’s more usual product.® 

For our general survey purpose, it is simply not practicable to at- 
tempt winnowing raw data of individual procurement actions. On 
the other hand, it must be recognized that the compilations of such 
data which are available have been largely made in response to other 
requirements, principally those of financial accounting, or in response 
to requests occurring in the course of the many congressional inquiries 
of aspects of Defense’s procurement operations.® The detail of most 
‘such studies, however, are most usually too specialized to the exact 
inquiry to permit consolidations useful for these purposes. They pro- 
vide a somewhat unclear basis for measurement of competitive aifect. 

Compilations of defense dollar values regularly published begin 
with basic annual budget figures, authorizing the services to obligate 
or expend funds during the fiscal year, supplemented by special fund 
authority to obligate or spend over a period greater than 1 year.’° 
The effect of such action, Beet is merely to set the outside limits 
to the spending authority which can be exercised in the future, Thus, 
there may be time lags of as much as 5 years between obligational au- 
thorization and expenditure." Consequently, it is not a useful figure 
to indicate the impact on industries from exercise of that authority 
by procurements made thereunder. 

At the opposite extreme are the eee of annual rate of payments. 
While this more nearly provides a basis for measurement of indus- 
try’s benefits as a whole, there are serious deficiencies to its use. Only 
consolidated payment figures are generally available, without company 
or product Tae Payments are scheduled according to con- 
tract terms, and may be partly in advance and partly at actual de- 
livery of goods or services. Moreover, from the contractor’s stand- 
point, his dedication of facilities, supplies, and finances to the produc- 
tion occurred more nearly at the point of firm contracting, and later 
oo. merely resolve previous credit arrangements. Payments, 

ike the contract itself, may well be subject to renegotiation and ad- 
justment.” 

The most useful basis of general measurement would appear to be 
the various published series on the net value of contracts let.* True, 
contracts are for varying periods of performance, and their total ef- 
fects on the industry organization are therefore spread over a period 

aterthanl year. Equally true, each contract will eventuate in dif- 
erent rates of return to the recipient, and consequently in impact on 
competitive status. Moreover, until the contract is fully performed 
and paid for, and the renegotiation process completed, it is necessarily 
subject to adjustment. It is, nevertheless, “* * * the placement of 


8 See, supra, p. 9. 

a A provides a partial listing of congressional hearings and reports dealing 
with phases of this problem. 
(1958 eidenbaum, “Government Spending: Process and Measurement,” p. A25 et seq. 
mm Ta: at A40. 
2 See supra, pp. 13-1 


i 4. 
18 Weidenbaum, supra, p. B2—B4. 
% Tbid. 
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Government orders * * * which energizes private production on Gov- 
ernment account * * *”;2> and, therefore, the contracting process 
seems the most useful point of measurement. 

From July 1, 1950, to June 30, 1959, there were armed services “pro- 
curement actions” ** totaling some 38,007,000 separate transactions 
with dollar value of $228.4 billions. Some of these were actions in 
foreign areas or involving intragovernmental dealing, not directly 
affecting the status of United States firms. The dollar value of the 
more than 31,300,000 procurement actions involving orders placed 
with companies in the United States over the same period totaled some 
$208 billions. 

The rate of order placement has fluctuated from year to year, as 
shown in the following table: 


TaBLE 8.—Net value* of military procurement actions with business firms for 
work in the United States, fiscal years 1951-59 


[Millions of dollars] 
Total Total 

Fiscal year : net value | Fiscal year—Cont. net value 

Beatie teteescvsoscatnnig ldritia eta 30, 823 » RU a 19, 133 

Dein ctichadbeisisieneth te cndsistidindibidebabe 41, i ceindiess cede bcticectihecneh ati cael 21, 827 

BB iiincci rcktneeiiraaintiets 27, vise seci Ribiphnaitin inked 22, 744 

Fe iterttuninnpannacdtiiloimna ia 11, 44 

iii is-cixestsepviepsatiibticcinbiaiaanid 14, 980 Total (1951-59) _.._---- 207, 959 

a ee a 17, 750 


1 Net value refers to the net a in the amount of obligations resulting from debit 
and credit procurement actions recorded during the fiscal year. Debit procurement actions 
are all new contracts plus contract changes that increase the amount of obligations by 
$10,000 or more. Credit procurement actions are contract modifications that decrease the 
amount of obligations by $10,000 or more. 

Source: Department of Defense, “Military Prime Contract Awards to Small Business 


and Other Contractors,” July-December 1958; 12 (1959) supplemented for 1959 by the 
Department of Defense. 


1. Product identification.—Attempt to relate this volume of con- 
tract action to the industry organizations affected, without restudy 
of each action involved, presents some difficulties. Various break- 
downs of contracting action compiled by the Defense Department and 
others in response to differing requirements cannot be fully utilized 
for this purpose, largely because of noncomparability arising from 
differences in coverage. 

None of the compilations available relate the contracting effort to 
specific company and product. For the general view of the program 
sought in this survey, within limitations of time and staff available, 
effort to relate individual contracts to the specific type of product 
involved was not successful. The closest approximation is the overall 
“claimant pre am” relationships established for the purpose of 
ae and allocation ratings and other aspects of the defense pro- 

uction program.” 

Thus, from the beginning of the defense production program in 
1950, a basis of categorization was established for the various defense 

rograms, presently embodied in Defense Mobilization Order VII-5.* 
That order designates the various officers and agencies of the Govern- 





% Id., at B3. 

% Militar. “procurement actions” refer to actions which officially award, amend, or 
otherwise change a prime contract. See p. 8, footnote 11, — 

17 See Defense Production Administration Order 1, 16 F.R. 49138 (1950). 

18 832A C.F.R., ch. 1, DMO VII-5, 46-49 (1958). 
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ment, designates the various officers and agencies of the Government 
required to study and’ present supply and requirements information 
on specified areas and programs to the Office of Civil and Defense 
Mobilization for incorporation into the overall defense materials allo- 
cations and priorities assignments. As “claimant” for Defense Pro- 
duction Act priority and allocation assistance for Department of 
Defense programs, and those of certain directly related programs, the 
Secretary of Defense was designated.” 

Implementing that delegation, a Defense Department directive has 
established “Procurement Program Definitions” to group “consistent 
and reconcilable information in terms of materials, funds, and end 
items.” * Established categories include separate groups for the 
principal types of military hardware, such as aircraft, missiles, tank- 
automotive, with other categories for supporting service or material 
items. The following table illustrates procurement program break- 
down in terms of 1958 procurement actions: 


Tas_Le 4.—Net value of military procurement actions, by programs, January-— 
December 1958 


{Dollar amounts in millions] 


January-December 1958 








Program 
Amount Percent of 
total 

Da is CI sini os hth hiss hatin cidade dds toma thin adeatisennehs 26, 505 100.0 
Intragovernmental.-_.........- arcasedinniopndinhinaanes qetkeiththt—tiiaasbineel 741 2.8 
NE IT ELE ENA LOND PO ELT et 1, 566 5.9 
Educational and nonprofit institutions. _............---...-......--------....- 427 1.6 
Business firms, for work in United States___...........2-.-....-.----.-----..-- 23,771 89.7 
A I 6 55s conn ns ncsneetbsdindds bata ee peniees 1. 465 5.6 
ee Cee Clee cre geree $n nd~ neg erpertppaheceosenncsipenctobaa 22, 306 84.1 
el SN ee ie ai ininonssseodhebhbibwliditerdhpibetbetsecd 7,170 27.1 
2a: . Se ED BI cnn co cnkgieccussscdsodbubeudvueanhapaha 3, 915 14.8 
I oh x 5 th bebe la cinta den deb LER Sel wba eet 866 3.3 
ie rT Th ek ..on Scopnebich me deceancunmbernedhecwrdnaen 470 1.8 
PD I So oh Sea we on caves ne datestbnahuadss Mebosnshusentotebod 140 5 
Pe BN 5 oi nics dng 5 60 nid dnceae - aanecseurbpkynseten 339 1.3 
A-7 Electronics and communications equipment. -.................-- 2, 443 9.2 
xB i Wee eee crease a ok a ec. es 1,027 3.9 
A-9 Textiles, clothing, and equipage edatntionnsone naan 250 -9 

B-1 Military building supplies. 8 @) 
B-2 Subsistence___............- cai 485 1.8 

Bee UR RRO) IS. on. 5 Sn ccc cab cencncecpuencesegedes 1 Q) 
aS : Prognetion Ominmiatt. oo. 55 ois eben bah SS 153 .6 
a eh nehdviemiinsBis Mani eae 1, 708 6.4 
GS Aitelemneous Gotan). oo. sk lelli ce 724 2.7 
OER cit. ccnbcen indeed dncond-spbitendeadecens+bapptbebienety 2, 607 9.8 


1 Less than 0.05 percent. 


Source: Offiee of the Secretary of Defense, ‘“‘ Military Prime Contract Awards to Small Business and 
Other Contractors,’’ July-December 1958; 18, 20 (1959). 


1 DMO VII-—5, supra, designates the Secretary of Defense with respect to “* * * (1) the 
programs of the Department of Defense, including military enrollment and supplies under 
the mutual defense aid program, (2) military construction and all housing on military 
bases and reservations, (3) the military and civilian requirements of foreign areas under 
military administration, (4) the program requirements of the National Advisory Com- 
mittee for Aeronautics, the Coast Guard, and the Central Intelligence Agency, and (5) 
munitions list items, as defined in Presidential Proclamation 2776 of March 26, 1948, 
purchased by foreign governments through domestic commercial channels, excepting com- 
mercial transport aircraft for civil air carriers, and components parts and accessories 
therefor * * *”’ 32A C.F.R., ch. 1, p. 49 (1958). 

2 Department of Defense Directive No. 4000, 7, Aug. 21, 1952. 
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As noted, however, the basic military items thus classified are not 
necessarily directly comparable with the usual products of the related 
industry. Moreover, while undoubtedly adequate for the basic pur- 
pose for which devised, the program categories are of little direct use 
to identify product comparability even in most general terms. For 
example, the separate category for electronics (A—7) does not include 
electronic missile guidance systems, which are reported under the 
missile (A-2) program. Similarly, bicycles, motorcycles, and trailers 
are included in the tank-automotive program (A-4), certainly a depar- 
ture from customary industrial classification. Nonelectronic portions 
of electronic fire-control equipment may be reported as weapons pro- 
gram (A-5) if separately procured, but are under the electronics pro- 
gram (A-7) if the entire item is purchased as a unit. Likewise, all 
components of an aircraft weapons system are reported as aircraft 
(A-1) when the aircraft is procured as a unit, but individual elec- 
tronic components or weapons are reported under those programs 
when procured independently, such as for replacement of original 
equipment.?? 

2. Reports by company.—Similarly subject to analytical shortcom- 
ing for this purpose is the only Department of Defense series of reports 
on contracts by company receiving award. In response to congres- 
sional requests, Defense has issued a series from 1951 to the present 
which lists the 100 companies,”” regardless of size or industry classifica- 
tion, receiving the largest individual amounts of defense procurement 
contracts during the reported period.** These cover varying periods, 
——_ consolidations can be effected in terms of calendar years over 
the period. 

These lists, however, do not in themselves provide significant indexes 
of effect of military prime contract awards on concentration in the 
economy as a whole or in any particular industry. For rank is estab- 
lished in each reporting period only in terms of the contracts awarded 
during the relevant period, without reference to any independent basis 
of size measurement. Appendix table 5 consolidates reports for vari- 
ous periods to show the 25 companies which have received the greatest 


share of the contract awards over the period 1950-58. By showing 


* Thid. 


2 Includes identified subsidiaries or affiliates, with allocations between jointly owned 
companies on the basis of me or major share of interest. 

% Again careful qualification must be made of the erection nature of the material reported. 
This series, it is stated by Defense, reports “net value of new procurement actions minus 
eancellations, terminations, and other credit transactions. e data include debit and 
credit procurement actions of $10,000 or more, under military supply, service, and construc- 
tion contracts for work in the United States, plus awards to the listed companies for work 
overseas. 

“Procurement actions include definitive contracts, the obligated portions of letters of 
intent and letter contracts, purchase orders, job orders, task orders, delivery orders, and 
any other orders against opiates. contracts, and debit and credit actions that amend, 
cancel, or términate contracts. e data do not include that | a of open-end and indefi- 
nite quantity contracts that have not been translated into spec orders on business firms. 
The data do not include purchase commitments or pending cancellations that have not 
yet become mutually binding agreements between the Government and the company.” 

It is noted that this is a broadly. comparable extension of the listing of the prines 
contractors in World War II. War Production Board, Bureau of Program Statistics, 
“Corporate Distribution of Prime War Supply Contacts Awarded June 1 to September 
1944” (1945). See, also, S. Doc. 206, 79th Cong., 2d sess., pp. 30-31 (1946). The World 
aa series was limited to report to actions of $50,000 or more, exclusive of food. Id. 


at 2 > ‘ 
* Data used in compiling — table 5 is not i gS lige remy to that used for 
the regular Department of Defense Report on Military Prime Contract Awards to Small 
Business and other contractors. Thus, the “100 largest” lists from which the table is 
drawn include awards for work outside the United States to listed firms, but report only 
procurement actions of $10,000 and more; the other report basis segregates all awards 


outside the United States and lists all original procurement actions, plus revisions of more 
than $10,000. See, supra, footnote 122. 
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awards to these companies over three different periods, this table 
indicates the considerable shifts in award rank from year to year.” 

One prime difficulty with this method of indexing is that the rank 
in terms of awards provides no independent basis of measurement 
of the relative status of the individual companies within the economy 
as a whole or within the industry to which they primarily relate. The 
abbreviated list of 25 companies in appendix table 6’s 8-year cumu- 
lation, it is true, does contain a considerable representation of the 
largest industrial corporations in the United States. But the yearly 
lists of 100 show a far greater scattering. Thus, analysis of the 1958 
list of 100 indicates over one-third of the companies are of sufficient 
size to be included in the 100 largest U.S. industrial corporations based 
on total sales.2* On the other hand, about one-quarter are not even 
within the group of 500 largest on that basis.?" 

Most clearly, the ranking reflects defense emphasis on particular 
weapons. Nearly two-thirds of total procurement has been under 
three programs, aircraft, missiles, and electronics. Since 1950, of 
course, the aircraft procurement program has been consistently the 
largest program; and, in the past few years, the aircraft companies 
have been making a great effort to offset aircraft procurement cut- 
backs by utilizing their facilities and know-how in missile and missile 
component production. The 25 companies listed in appendix table 6 
are correspondingly most heavily representative of the aircraft in- 
dustry, and contain a fair cross section of the middle and larger com- 
panies in that industry. The 25-company list contains all the major 
producers in the automobile industry. In fact, the larger list of 100 
contains virtually all automobile manufacturers, with a fair sprinkling 
of others supplying automotive components. However, that industry’s 
particular defense effort seems to relate not so much to the tank-auto- 
motive program as to missile and aircraft procurement. The elec- 
tronics and communication industry also has a considerable represen- 
tation. Finally, several of the larger firms listed are multiproduct 
companies, producing a wide range of the items which are useful to 
caarnen. a range not apparent in the aggregate of total awards re- 
ceived.” 

3. Contract award within industries—This survey’s concern with 
the competitive status of industry requires consideration of procure- 
ment on an industry-by-industry basis. It is of little competitive sig- 
nificance that an entire industry shared fairly in a large amount of 
defense contracts. What is of importance is to ascertain whether the 
distribution of contracts as between one company and another in that 
industry is such as to distort the competitive relationship. 

Ideally, this could be best analyzed by comparison of the share of 
similar products for defense purchase supplied by individual compet- 
ing companies with the amount of total sales of those or similar items 


3 A majority of this list were in the upbee brackets of World War II contract awards. 
8. Doe. 206, 79th Cong., 2d sess., p. 30 (1946). General Motors, for example, led in 
1940-44 contract awards, with 8 percent of a contract total of $175 billion, as a st 
sare ee share of 4 percent of a total of $191 billion. Id. at 30. Appendix table 5, 


- * Directory of the 500 Largest Industrial Corporations,” Fortune magazine, July 1959, 
. 126. 


id. 
8 See, infra, pp. 32, 33. 
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by those companies in both the military and civilian market. For 
reasons already stated,”® such refined analysis is not possible. 

Lacking more precise measurement techniques, we have been forced 
to fashion unorthodox indicators of the individual industry effect of 
defense procurement which can give at least a rough appraisal of in- 
dustry’s reaction. The following table lists the share of military 
prime contracts awarded to a representative selection of automotive 
producers: 


Tas_e 5.—Selected list of leading automotive manufacturers, classified by assets, 
net value of tank-automotive prime contract awards, 1958, and total net value of 
all prime contract awards, July 1950-—December 1958, showing percentage rela- 
tion to total assets 

[Dollar amounts in millions) 


Tank-automotive | Total prime contract Percent of 
prime contract awards, July 1950- total prime 
awards, 1958 ! December 1958 2 Total contract 

assets, awards to 
1958 total 
Amount | Percent | Amount | Percent assets 
Total, 8 companies_____-.._--- $219.8 100.0 | $16, 105.5 100.0 | $13, 511.5 119. 2 
General Motors Corp.....-..-.----- 45,2 20. 6 7, 616, 2 47.3 7, 294. 7 104. 4 
Ford Motor O06... - 6.2545... 6.0 2.7 2, 564.1 15.9 3, 074.7 83. 
ie, f* ne eee 113. 8 51.8 2, 698. 7 16.8 1, 337.5 201.8 
International Harvester Co. -.......|....-..---]----.-.--- 694.3 4.3 1, 025.7 67.7 
Kaiser Industries Corp. ............]------.20.]---s.-+.-- 780.3 4.8 308. 1 253.3 
American Motors Corp-.-..........--.}-.---- atietnlnanbees Sad 420. 4 2.6 206. 2 203. 9 
Weimte Meter Oe. oun. kk 54.8 24.9 387. 5 2.4 149.3 259. 5 
Studebaker-Packard Corp. -.........|-....-.--~]-.-.....-- 944. 0 5.9 115.3 818.7 





1 Awards on contracts of $10,000 and over. 
? Awards on contracts of $500,000 and over. 


Source: Department of Defense; Fortune magazine, July 1959, pp. 125-144. 


The procurement contracts listed are derived from those reported 
in the “100 largest” series. The rank of the companies, established 
by their total reported assets,** appears to follow pretty much their 
share of the 814 year total of procurement. Thus, except for the third, 
fourth, and ninth companies ir order of assets, the rank on the award 
basis is substantially that on the asset list. In order to weigh more 
directly the relationship of asset position to awards, however, the last 
column calculates the ratio of awards to assets. Admittedly this is a 
crude and uncertain mechanism, but it does provide a rough index to 
the comparable share of awards to each of the selected companies. 

On that imprecise and less than satisfactory yardstick, it does not 
appear that the various segments of the industry received dispro- 
portionate shares of the awards. 


2° See, supra, p. 29. 

% This includes “actions of $10,000 and up, plus awards to listed firms for work outside 
the United States. For an exact description of actions reported, see, supra, p. 8, footnote 
11 


= This includes total assets emaioret in the business, net of depreciation and depletion, 
but including Government securi offset against tax liabilities. Fortune, supra, p. 126. 
Use of assets to rank the relative position of companies within an industry is admittedly an 
empirical method. Bases of valuation and of rting assets varies between companies. 
And unless all companies’ investment of capital is in substantially comparable plant and 
machinery for producing comparable items, attempts to compare relative economic positions 
by asset rank will not alone produce an exact otnbier the 

Nevertheless, asset figures are readily avai they do reflect the basic economic 
potential of a company, and, with all the defects noted, are at least as exact a basis as 
the contract award figures which are the remaining part of the equation. 
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The rough index for the group as a whole is exceeded by only one 
of the top three companies in asset rank, but by all of the smaller 
companies. The company receiving the smallest index share, Inter- 
national Harvester, is primarily a producer of farm machinery items 
not included in defense supply needs. 

However, attempts at a similar examination of selected company 
awards in other industries run afoul of special industrial classification 
problems. The aircraft industry is a prime example. Most com- 
panies to be included in this industry sell a large share of output to 
the military services. The largest companies sell the predominant 
part of their output to the Government, and have done so since before 

Vorld War II. Some important heavy aircraft companies sell only 
to the Government; and there is a smaller group of light plane manu- 
facturers which sell their product both to civilian and military 
customers. 

Manifestly it is inappropriate to attempt an industry analysis with- 
out recognition of this primary difference. Appendix table 6, there- 
fore, sets out the procurement awards to representative companies in 
the aircraft industry grouped by the three categories set out above. 

The yardstick ratio here shows a variance somewhat wider than 
for the selected automotive group, although not strikingly so.*? There 
is to be noted a rough correspondence within each of the groups on 
the index ratio. The group producing only military aircraft main- 
tains an average index much higher than the other groups. The 
manufacturers of military and civil heavy aircraft range around a 
lower index average. Lower still are component and engine manu- 
facturers, with the light plane manufacturers having the smallest 
average index. 

The extremely high ratio of awards to assets points toward a further 
complication. It reflects the large amount of Government-owned 
machine tools and facilities used in the aircraft and missile programs,* 
which are a part of the production facilities not included in the asset 
tabulation. It suggests that the amount of such facilities made avail- 
able may be far more important to competitive status than the amount 
of contract awards. 

Because of the preponderance of Government business, it is difficult 
to measure this industry against standards of ordinary private in- 
dustry. Virtually all of its transactions, for example, will be directly 
or indirectly regulated by the searching review of Government in- 
spection and renegotiation. Its principal civilian business, too, is 
with a regulated industry—the airlines. 

Similar rough analysis of the electrical, electronic, and communi- 
cations industries were undertaken. Here, special problem lies in 
the definition of the “industry” in reference to the kinds of product 


* The commercial military group shows a lower ratio for Bell Aircraft, presumably 
reflecting the increase in assets resulting from onuieer of a subsidiary in 1954. 

Similarly, Chance Vought was. until 1953, a division of United Aircraft, and related 
contract awards for those years are reflected in the United Aircraft total. This explains 
Chance Vought’s low ratio. The Chance-Vought spin-off also explains United’s unusually 
high ratio in the components group. 

88 Attorney General’s Defense Production Act Report, Feb. 10, 1958, pp. 45-49; Com- 
mittee Print, Senate Committee on Banking and Currency, Feb. 19, 1958. One estimate 
of the papeen involved states that about two-thirds of the total production facilities 


available to the major aircraft companies are Government-owned production facilities. 
Barron’s, supra, 
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supplied the services. Modern uses of electronic equipment, particu- 
larly, have so proliferated that classification becomes exceedingly diffi- 
cult. Both civilian and military electronics applications in communi- 
cations are multifold, but closely related. Basic communications 
devices and improvements have been adapted to make computers the 
prime product of the electronic age. In any one of a number of 
forms, they are business machines recording and calculating business 
data. In other forms, they are most important basic tools of scientific 
research. Made more compact and specially adapted, they form 
guidance systems for missiles, navigational aids for ships, submarines, 
and aircraft, fire control devices for antiaircraft or antimissile defense, 
and satellite observation and telemetering units. 

In the electronics and communications procurement program (A-7) 
for the year 1958, some 38 of the 100 largest military prime contractors 
companies participated in contract awards.** They include such 
diverse companies as International Business Machines Corp., prima- 
rily a manufacturer of data processing equipment; General Motors 
Corp., primarily an automobile manufacturer; North American Avi- 
ation, Inc., a military plane manufacturer; Philco Corp., manufac- 
turer of electronic and electrical equipment; and the giant American 
Telephone and Telegraph Co. 

The aircraft, missile, and electronics programs, it would seem, fore- 
shadow new industrial groupings in part fostered by the require- 
ments of defense. The diversity of components in the complex items 
contracted for offers opportunity to a prime contractor to undertake 
production on its own of the more profitable components. In other 
instances, companies performing defense contracts for single items 
have merged with others to provide a broader base to spread procure- 
ment cutback risks. Again, as noted, large multiproduct companies, 
though their sales of individual items may be comparatively small, 
still supply a wide enough range of items that their total share of pro- 
curement is large. 

Unfortunately, existing statistical bases are inadequate to do more 
than suggest this possibility. As discussed, there is no report series 
relating awards by company and product sufficient to permit any de- 
tailed analysis of this apparent tendency. Even using procurement 
program listings for this purpose, with recognition of their inadequa- 
cies in product classification, is not possible. For no breakdown list- 
ing companies by program covers any substantial period. 

Appendix table 8 does suggest some aspects of this tendency. Com- 
piled on the basis of large contract awards * by program, it demon- 
strates the range of the larger companies in 1 year’s program. 

This 1958 procurement action list shows a large number of aircraft 
companies * which have substantial contracts in aircraft, missiles, and 
electronics. While component overlap within procurement programs 
may account for some of this, it seems clear that these companies have 
undertaken, in effect, to become electronics manufacturers.” 


% These included procurement actions of over $500,000, the only program break 
available for individual companies. Appendix table 7, p. 49, shows a breakdown of thin 
program with i ect to a se ote _ of 21 en geen es 

% Company listings are pro or procurement actions of $500,000 or more, coverin 
work in the United States, and therefore are not directly reconcilable with the “100 com 
pany” —— in appendix table 5, p. 47. 

8 Lockheed, North American, Douglas, Hughes, Martin, Republic and Northrop. 

%™To some extent, the converse is also true. Some electronics and communications 
companies, RCA and IBM, for example, hold substantial contracts in the aircraft and 
missile programs. 








34 REVIEW OF VOLUNTARY AGREEMENTS PROGRAM 


Large multiproduct companies, whose primary emphasis has been 
on civilian business in a wide range of products, show up all across the 
program spectrum.* And there is also illustration, in the majority 
of programs, of the type of company composed by merger of several 
major suppliers.*® 

This broad range of the larger companies’ participation in the de- 
fense production program would seem to have important implications 
for the maintenance of the competitive status of industry as we have 
known it. More than mere product diversification by giant industries 
is involved. Here, their diverse fields share one common character- 
istic. Each is an area where technology is advancing at a rate accel- 
erated by research for defense needs and under Government sponsor- 
ship. The advanced technological experience of these firms will 
necessarily have profound effect on their ability to produce the prod- 
ucts of the future for civilian markets, and, more importantly, on 
the ability of smaller firms to compete with them in those markets. 

Regrettably, the data available do not permit careful enough analy- 
sis of competitive effects to measure the dimensions of this or other 
problems. It may well be that such data could not now be assembled 
for the period since World War II. Moreover, it must be conceded 
that any detailed data compilation covering the wide and complex 
range of defense activity would be in itself an operation of consider- 
able magnitude. Finally, it may not be forgotten that it is national 
security with which defense deals, and any proliferation of reports 
and statistics may hinder that task. 

Yet, on the other hand, there is great national concern in maintain- 
ing the competitive free enterprise system which is the base of this 
Nation’s economic strength. The exigencies of military procurement 
seem to require use of the administrative decisions of the negotiation 
process to distribute defense business. That process may efficiently 
exploit the competitive industry base to secure the best bargain in 
military supply, while meeting the twin supply problems of haste and 
complexity. 

But there is the possibility of large supply needs for defense for 
years to come, despite hopes of settlement of the world’s disputes. The 
defense share of our national product is already considerable. The 
technology so far accumulated holds promise of revolution in products 
for civilian use in years come. Where the sharing of that experience 
in advanced technology is done by administrative decision, it is im- 
portant that those decisions be guided by knowledge of competitive 
effects. It would therefore seem possible that some statistical tools 
could be devised for Defense’s use, which would provide firmer basis. 
for decision in this regard. 


Vv. CONCLUSIONS 


This discussion, primarily intended as a bird’s eye view of defense 
business in the context of the need to maintain a competitive industry 


* General Electric and Westinghouse, for example, show up in six of the seven major: 
hard-goods programs (A-1 to A-7). General Motors appears in five of these 
and Chrysler in three. 

*% General Dynamics represents a merger of Dlectric Boat, a submarine builder; Con- 
solidated Vultee, an aircraft company; Stromberg-Carlson, an eleetrieal and electronic: 


products manufacturer; Electronic Control Systems, Inc., a computer and data cess. 
machine builder ; and others. ™ , Re me 
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base, permits only tentative conclusions. It is apparent that the 
complexity and urgency of military needs may frequently override 
other considerations. The statute and regulations for the guidance 
of procurement officials emphasize deep concern with the importance 
of utilizing existing competition to the extent possible, to obtain the 
best value to Defense in military supply. Additional consideration 
however, might be given to further elaborating the regulations to 
stress, along with budgetary needs, the concomitant need of utilizing 
procurement authority to preserve the basis of future competition 
to the extent present military needs permit. 


Parr 2—Current Stratus oF VOLUNTARY AGREEMENTS AND PROGRAMS 


This part reports on the current status of voluntary agreements 
and programs. There are outstanding at present 19 agreements, 7 of 
which are in standby status. This reports on that sea with respect 
to (a) the Foreign Petroleum Supply Agreement; (6) Army integra- 
tion committees; (¢) Contribution of Tanker Capacity Agreement; 
and (d) USIA Classified Agreement. 


A. FOREIGN PETROLEUM SUPPLY AGREEMENT 


During this 3-month reporting period, steps have been taken under 
existing procedures of the “Voluntary Agreement Relating to Forei 
Petroleum Supply,” as amended, to establish more efficient means for 
defense readiness planning assistance. 

This agreement, previously described in detail,*° establishes the 
Foreign Petroleum Supply Committee composed of American oil com- 
panies engaged in foreign petroleum operations to aid Government 
in defense and security planning. Two types of activity the Com- 
mittee was authorized to perform under direction of the Govern- 
ment: First, collecting and evaluating information “relating to for- 
eign petroleum operations and to requirements and supplies of petro- 
leum” “ and advising the Government as to the reliability of estimates 
prepared by the Committee under the agreement; “ and second, in a 
petroleum supply emergency, preparing and carrying out plans of 
action “to prevent, eliminate, or alleviate shortages of petroleum sup- 
plies in friendly foreign nations,” where the shortages threaten US. 
defense interests.** From its formation in 1950, the Committee has 
been composed of the larger U.S. companies prominent in foreign 
production and marketing over many years. 

Certain antitrust safeguards were imposed on this Committee’s 
operations in early 1956, particularly those relating to collection and 
evaluation of petroleum information.** Open discussion of individual 


The Attorney General’s reports under sec. 708 of the Defense Production Act have 
been reprinted as committee prints of the Senate Committee on Banking and Currency. 
Page references are given for the Attorney General’s mimeographed reports and corre- 
sponding pages of the respective committee prints. eee report, Nov. 9, 1955, pp. 25-27, 

r 


committee print, Feb. 28, 1956, pp. 12-13; report, . 20, 1956, Pp. 3-11; committee 
print, Feb. 28, 1956, pp. 54-61; report, Feb. 9, 1957, pp. 36-44, committee print, Feb. 13, 
1957, pp. 16— 


ent, t. 2. The text of the a ment is set forth in app. A, Attorney General's 
Report , Feb. 9, a 7; committee print, Feb, 13, 1957, p. 29. 
+ pa 


‘= par. 2. gare Attorney General's Report, pt. II, Aug. 8, 1958; committee print, 
. 20,1 » dD. 26. 
See Attoreey General Reports, Feb. 20, 1956; Feb. 9, 1957. 


Aug 
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company data as to present and future operations by the member com- 
panies entailed possibility that disclosures would be utilized for anti- 
competitive purposes. Principal safeguards imposed in 1956 pro- 
hibited the regular interchange of such data, previously possible. 

Since the 1956 amendments, however, the Committee has not func- 
tioned significantly as an instrument of defense readiness planning. 
Its plan of action function proved vital during the Suez crisis,*° and 
since has formulated the framework for a standby plan to enable even 
quicker action in future supply stoppages.** The informational func- 
tion has not, however, been in operation save for the individual com- 
pany members’ response to questionnaires. E 

The relative inactivity of the Committee's advisory and information 
procedures, followed the 1956 amendments, stemmed largely from a 
belief that the safeguards imposed might so inhibit Committee action 
as to reduce seriously its accuracy and effectiveness as a planning aid.* 
Moreover, the additional Government staff needed if the Committee 
were to operate under new procedures, were not available for various 
reasons, including appropriations.* At the same time, however, the 
Government had available comprehensive studies undertaken during 
Korea, supplemented by information submitted the Government agen- 
cies by the Committee members individually, without any comprehen- 
sive reevaluation by the Committee.” The previous studies have be- 
come progressively more outdated and consequently of progressively 
increasing concern to defense planning agencies, particularly Defense 
Department. Use of independent industry study committees, though 
precedented in World War II and the Korean conflict, was deemed 
impracticable in view of antitrust considerations.” 

At Defense’s instance, the Foreign Petroleum Supply Committee 
convened October 21, 1959, to consider ways to provide more active 
advisory assistance to Defense’s readiness needs on a current. basis. 
The Committee deliberated two principal proposals: first, establish- 
ment of a “readiness subcommittee” to work primarily on Defense 
Department assignments under Interior Department direction; and, 
second, enlargement of the membership of the main Committee by 
extending invitations to representative companies which have become 
engaged in foreign operations since this Committee was first appointed. 

Establishment of the subcommittee, authorized under the agreement 
to be composed of individuals other than representatives sitting on the 
main Committee, stems primarily from Defense's planning needs. 
Proposed consideration of petroleum requirements for Sertals Diedeais 
logistic and strategic probs requires special security clearance for 
members, and imposes rigid security procedures on subcommittee 
operations. It is noted that these requirements impose serious penal- 
ties for disclosure of subcommittee information by members, even to 
the companies which they represent. 


4 Attorney General Reports, Nov. 9, 1956; Feb. 9, 1957. 


op ear General Report, Aug. 8, 1958, pp. 57-60; committee print, Aug. 20, 1958, 


Pin Attorney General Report, Aug. 10, 1959, pp. 2-3: committee print, infra, 
“ees General Report, Feb. 9, 1957, pp. 49-50; committee print, Feb, 3° 1957, 
pp. 19-20. 
4° Attorney General Reports, Aug. 9 ae p. 96; committee print, Aug. 28, 1957; May 9, 
1958, p. 102; committee print, May 2 , 1958, p. 39. 
5 Attorney General Report, Aug. 10 "1959, pp. 2-3 ; committee print, infra, p 


51 Attorney General Report, Feb. 9, 1957, pp. 36-44; committee print, Feb. com 1957. 
52 Agreement, supra, par. 4. 
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Moreover, the defense requirement is for subcommittee members 
having specialized technical competence in the particular petroleum 
fields related to the defense need under consideration, and may have to 
be changed as Defense’s needs change. Membership on the main Com- 
mittee, the agreement provides, is by company, and the representative 
of the company member must be “a senior official of the participating 
company he represents.” °* This provision relates primarily to the 
plan of action function, to provide for company commitment to the 
plan which might be formulated, and has no special relevance to the 
informational function. Moreover, such senior officials might not pos- 
sess the immediate specialized technical competence indicated, nor 
could they be so easily available at the times and places defense 
schedules might require. 

Enlargement of Committee membership was proposed in recogni- 
tion of the fact that the number of U.S. companies engaged in foreign 
petroleum operations has grown substantially since the Committee 
was first. organized in 1950. At that time, only a few of the largest 
companies were active abroad. Over the past few years, a growing 
viii bi of American companies, both large and small, have become 
increasingly important in foreign petroleum operations. Increase of 
membership would provide the Committee, and the proposed subcom- 
mittee, with a broader basis of technical information and competence, 
and be more exactly representative of this segment of industry. 

The Committee voted to establish the subcommittee, and to enlarge 
its membership. The administrator of the agreement, chairman of the 
Committee, is to undertake selection of new members, and details of 
appointment of the subcommittee. 

My staff has been directed to continue in close touch with opera- 
tions of the Committee and of the proposed subcommittee. As before, 
it has been made clear that Justice Department staff attendance does 
not indicate approval or disapproval of action taken,™ but only pro- 
vides for reports to guide exercise of the Attorney General’s respon- 
sibility for continuous review of the agreement’s operation. Particu- 
larly this is relevant to the readiness subcommittee, whose details of 
operation remain to be worked out. 

Establishment of subcommittees is contemplated by the agreement. 
The function of preparedness advice is particularly the purpose of 
this agreement. I note especially that no proposal is made to alter 
the antitrust procedural safeguards, applicable to main committee and 
subcommittees alike under the 1956 amendments, and anticompetitive 
potentialities are therefore held at the minimum. There are clear and 
obvious benefits to national security in providing Defense Department 
with up-to-date industry advice concerning the global petroleum 
capabilities necessary to support this country’s global defense com- 
mitments. I therefore continue in the opinion that the actual and 
potential contributions of this voluntary agreement continue to out- 
weigh any adverse effects arising from any anticompetitive implica- 
tions of its operation. 


53 Agreement, supra, par. 4. 
& See Attorney General Report, Feb. 9, 1957, p. 58; committee print, Feb. 13, 1957, 
p. 25. 
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B. ARMY INTEGRATION COMMITTEES 


The Ordnance Ammunition Command sponsors nine integration 
committees, three of which are active. Committees in standby status 
are Artillery Mechanical Time Fuzes; Cartridge Cases; Military 
Pyrotechnics; Burster Casings; and Fin Stabilized Artillery Ammuni- 
tion and M-31 (T-37) Rifle Grenade. The remaining inactive com- 
mittee, Conventional Artillery and Mortar Shell, is now being placed 
in standby status. The Office of Civil and Defense Mobilization is 
currently requesting the participation of the committee members in 
an amended plan for that purpose. Of the three active groups, only 
the Small Arms Ammunition Committee met during the reporting 
period. This committee and the committees for Propellants and Ex- 
plosives and Ammunition Loading (Except Small Arms), have each 
scheduled a meeting for the next quarter. All three active commit- 
tees plan to continue work toward modernization of equipment and 
processes and the maintenance of facilities which will benefit the na- 
tional preparedness program within their industries. 

The Track for Track-Laying Type Vehicles Committee, sponsored 
by the Ordnance Tank-Automotive Command, remains in a standby 
status. Although none of the remaining five committees sponsored by 
this command held meetings during the past 3 months, the Com- 
mittees on Cast Armour for Track-Laying Type Vehicles, Light and 
Medium Tactical Trucks, Light Gun Tank and Allied Combat Ve- 
hicles, and Heavy Tactical Trucks have planned meetings for the next 
reporting period. The remaining committee, Medium and Heavy 
Gun Tank and Allied Combat Vehicles has decided to hold one meet- 
ing a year, tentatively set for April or May 1960. 

The Signal Corps’ Critical Quartz Crystal Committee did not hold 
a meeting during this period but has scheduled a meeting for the suc- 
ceeding period. A number of technical reports were distributed to 
the members of the Committee. 

After a review of the minutes of the meetings of the active commit- 
tees and the information submitted by the Department of the Army, 
I am of the opinion that the actual and potential contributions to 
national defense by these integration committees outweigh their pos- 
sible adverse effects on competition. 


C, CONTRIBUTION 





OF TANKER CAPACITY AGREEMENT 


There has been no occasion since the last report for reactivation 
of the plan to supplement the tanker capacity available to the Mili- 
tary Sea Transportation Service. Since no meetings or joint activities 
of the participants have been permitted, the agreement remains in an 
inactive status and thus its present anticompetitive effects are negli- 
gible. 


D. USIA CLASSIFIED AGREEMENT 





Although details of this agreement may not be described herein 
because of security considerations, it continues to be actively utilized 
by the U.S. Information Agency. Because of the benefits derived from 
its operations, continuation of this agreement is considered to be an 
essential outweighing any adverse effect on competition. I concur in 
that view. 


Wits P. Rogers, 
Attorney General. 
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APPENDIX A. CONGRESSIONAL MATERIALS 


SENATE REPORTS 


Senate Select Committee on Small Business, report, S. Rept. 2, 82d Cong., 1st 
sess. (1951). 

Senate Select Committee on Small Business, “Military Procurement. Partici- 
pation of Small Business in Military Procurement,” 8S. Rept. 469, 82d Cong., 
ist sess. (1951). 

Senate Select Committee on Small Business, “Concentration of Defense Con- 
tracts,” S. Rept. 551, 82d Cong., Ist sess. (1951). 

Senate Select Committee on Small Business, “The Administration of Public 
Law 921, by the Department of Defense, and Its Impact on Small Manufacturers 
and Fabricators Suffering Hardships Under Fixed Price Defense Contracts,” 
S. Rept. 1459, 82d Cong., 2d sess. (1952). 

Senate Select Committee on Small Business, ‘Military Procurement—Partici- 
pation of Small Business in Military Procurement,” S. Rept. 2070, 82d Cong., 2d 
sess. (1952). 

Senate Select Committee on Small Business, “Small Business and Defense 
Subcontracts,” S. Rept. 206, 88d Cong., Ist sess. (1953). 

Senate Select Committee on Small Business, “Tax Problems of Small Busi- 
ness,” S. Rept. 442, 83d Cong., Ist sess. (1953). 

Senate Select Committee on Small Business, “Military Procurement, 1954— 
Participation of Small Business in Military Procurement,” S. Rept. 2487, 83d 
Cong., 2d sess. (1954). 

Staff of Preparedness Investigating Subcommittee, Senate Committee on 
Armed Services, 84th Cong., 1st sess., “Investigation of the Preparedness Pro- 
gram: First Report Under the Authority of Senate Resolution 72.” Interim 
report on the facts with respect to corporate profits and return on net worth 
of airframe manufacturers, 1942—54 (committee print, 1955) . 

Staff of Preparedness Investigating Subcommittee, Senate Committee on 
Armed Services, 84th Cong., “Investigation of the Preparedness Program: 
Second report under the authority of Senate Resolution 72” (committee print, 
1955. ) 

Staff of Preparedness Investigating Subcommittee, Senate Committee on 
Armed Services, 84th Cong., “Investigation of the Preparedness Program: Third 
report under the authority of Senate Resolution 72” (committee print, 1955). 

Staff of Subcommittee for Special Investigations, House Committee on Armed 
Services, 84th Cong., 1st sess., report under the authority of House Resolution 
112, to the Honorable Carl Vinson, chairman, House Committee on Armed Serv- 
ices from chairman, Subcommittee for Special Investigations, Dec. 14, 1955, use 
of sec. 2(c) (1) through (17), Armed Services Procurement Act, 1947 (period 
Jan. 1, 1953, to June 30, 1955) (committee print, 1955). 

Staff of Subcommittee for Special Investigations, House Committee on Armed 
Services, 84th Cong., 2d sess., “Report on Aircraft Production Costs and Profits,” 
under the authority of House Resolution 112, July 13, 1956 (committee print, 
1956). 

Hearings under the authority of House Resolution 112 on “The Study of 
Armed Services Procurement Regulations, Sections 1-605 and 2-302 and Navy 
Procurement Directive 3-002.1” before the Subcommittee for Special Investiga- 
tions of the House Committee on Armed Services, 84th Cong., 2d sess. (1956). 

A. R. Rept. 1688, 84th Cong., 2d sess. (1956). 

Senate Select Committee on Small Business, “Final Report Pursuant to House 
Resolution 114, a Resolution Creating a Select Committee To Conduct a Study 
and Investigation of the Problems of Small Business,” H. Rept. 2778, 84th 
Cong., 2d sess. (1957). 

Report and hearings under the authority of House Resolution 67 on “Boeing 
Airplane Co., Ford Motor Co., Purchase Order Subcontract on AF 33-600-5148,” 
before the Subcommittee for Special Investigations of the House Committee on 
Armed Services, 85th Cong., Ist sess. (1957). 

Staff of Subcommittee for Special Investigations of the House Committee on 
Armed Services, 85th Cong., Ist sess., “Study of Armed Services Procurement Act, 
Title 10, United States Code, Chapter 137 Under the Authority of H. Res. 67,” 
June 15, 1957 (committee print, 1957). 

Staff of the Subcommittee for Special Investigations, House Committee on 
Armed Services, 85th Cong., 1st sess., “Report of the Activities of the Subcommit- 
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tee for Special Investigations Under the Authority of H. Res. 67,’ September 1957 
(committee print 1957). 

Staff of the Subcommittee for Special Investigations, House Committee on 
Armed Services, 85th Cong., Ist sess., “Replies to Questionnaires on Aircraft 
Engine Production Costs and Profits to the Subcommittee for Special Investiga- 
tions of the Committee on Armed Services, House of Representatives, Under the 
Authority of H. Res. 67,” July 8, 1957 (committee print, 1957). 

Staff of the Subcommittee for Special Investigations, House Committee on 
Armed Services, 85th Cong., 2d sess., “Second Report of the Activities of the 
Subcommittee for Special Investigations Under the Authority of H. Res. 67,” 
August 30, 1957, through August 12, 1958 (committee print, 1958). 

House Select Committee on Small Business, “Final Report Pursuant to H. 
Res. 56, a Resolution Creating a Select Committee To Conduct a Study and In- 
vestigation of the Problems of Small Business,” H. Rept. 2718, 85th Cong., 2d 
sess. (1959). i 

House Committee on Government Operations, “Eight Report, Military Supply 
Management (Single Manager Agencies),” H. Rept. 674, 86th Cong., 1st sess. 
(1959). 

Senate Select Committee on Small Business, “Maintenance of the Mobilization 
Base,” S. Rept. 1272, 84th Cong., Ist sess. (1955). 

Senate Select Committee on Small Business, “Military Procurement, 1955,” S. 
Rept. 1274, 84th Cong., Ist sess. (1955). 

Senate Select Committee on Small Business, “Military Procurement, 1956,” 
vol. I, S. Rept. 1723, 84th Cong., 2d sess. (1956). 

Senate Select Committee on Small Business, “Government Procurement, 1956,” 
S. Rept. 2827, 84th Cong., 2d sess. (1956). 

Senate Select Committee on Small Business, U.S. Senate, “Seventh Annual 
Report,” S. Rept. 46, 85th Cong., Ist sess. (1957). 

Senate Select Committee on Small Business, U.S. Senate, “Government Pro- 
curement, 1957: Case Studies in Government Procurement,” S. Rept. 1111, 85th 
Cong., Ist sess. (1957). 

Senate Select Committee on Small Business, “Government Procurement Poli- 
cies; Small Business Participation in Government Procurement, 1957,” S. Rept. 
1170, 85th Cong., Ist sess. (1957). 

Senate Select Committee on Small Business, Eighth Annual Report, S. Rept. 
1282, 85th Cong., 2d sess. (1958). 

Senate Select Committee on Small Business, “The Role of Small Business in 
Defense Missile Procurement,” S. Rept. 2499, 85th Cong., 2d sess. (1958). 

Senate Select Committee on Small Business,” Small Business Participation in 
Government Procurement, 1958: Small Business Programs, Policies, and Proce- 
dures of Government Agencies,” S. Rept. 2505, 85th Cong., 2d sess. (1958). 


House Reports 


House Select Committee on Small Business, “Final Report pursuant to House 
Resolution 22, a Resolution Creating a Select Committee to Conduct a Study 
and Investigation of the Problems of Small Business,” H. Rept. 3237, 81st Cong., 
2d sess. (1951). 

Staff of the House Committee on Armed Services, 88d Congress, Ist and 2d 
sessions, “Report of the Activities of the House Committee on Armed Services, 
September 1954” (committee print, 1954). 

Staff of the House Committee on Armed Services, 84th Congress, “Report of 
the Activities of the House Committee on Armed Services, August 1956” (com- 
mittee print, 1956). 

Jornt HEARINGS 


“Joint Hearings on Small Business Participation in Military Procurement 
Before the House and Senate Select Committees on Small Business,” 82d Con- 
gress, Ist session (1951). 

“Hearings on Defense Production Act Progress Report No. 27: To Hear Wit- 
nesses from Government Agencies on Proportion of Government Contracts 
Awarded to Small Business Concerns Before the Joint Committee on Defense Pro- 
duction,” 83d Congress, 2d session (1954). 
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SENATE HEARINGS 


“Hearings on Small Business and Procurement, Department of Defense, Before 
ci Senate Select Committee on Small Business,’ 81st Congress, 2d session 
(1950). 

“Hearings on Small Business Participation in the Military Procurement. Pro- 
gram: Problems Encountered by Small Business Concerns Endeavoring to 
Obtain Defense Contracts Before the Senate Select Committee on Small Busi- 
ness,” 82d Cong., Ist session (1951). 

“Hearings on Small Business Problems in the Mobilization Program: Impact 
of Mobilization Program on Small Manufacturers and Fabricators Before the 
Senate Select Committee on Small Business,” $2d Cong., lst session (1951). 

“Hearings on Small Business Participation in Military Procurement, No. 3: 
Air Force Program on Landing Gear Struts, Before the Senate Select Committee 
on Small Business,” 82d Congress, 2d session (1952). 

“Hearings on Military Procurement, No. 5: Participation of Small Business in 
Military Procurement Before the Subcommittee of the Senate Select Committee 
on Small Business,” 82d Congress, 2d session (1952). 

“Hearings on Aircraft Procurement: Contract Award of C—119 Cargo Planes 
by Air Force, Before the Preparedness Subcommittee No. 1 of the Senate Com- 
mittee on Armed Services,” 83d Cong., Ist session (1953). 

“Hearings on Military Procurement: Participation of the Senate Select Com- 
mittee on Small Business in Military Procurement Before the Subcommittee on 
Small Business,” 838d Congress, Ist session (1953). 

“Hearings on Military Procurement Program, 1954: Participation of Small 
Business in Military Procurement Before the Subcommittee of the Senate Select 
Committee on Small Business,” 838d Congress, 2d session (1954). 

“Hearings on Military Procurement, 1955: Participation of Small Business in 
Military Procurement Before a Subcommittee of the Senate Select Committee 
on Small Business,” 84th Congress, Ist session (1955). 

“Hearings on Government Procurement, 1956: Small Business Policies and 
Programs of Government Agencies Before the Senate Select Committee on 
Small Business,” 84th Congress, 2d session (1956). 

“Hearings on Military Procurement, 1956: Small Business Problems in Mili- 
tary Procurement, Volume 1, Before the Senate Select Committee on Small Busi- 
ness,” 84th Congress, 2d session (1956). 

“Hearings on Department of Defense Appropriations for 1958 Before a Sub- 
committee of the Senate Committee on Appropriations,” 85th Congress, Ist ses- 
sion (1957). 

“Hearings on Government Procurement, 1957: Case Studies in Government 
Procurement Before. a Subcommittee of the Senate Select Committee on Small 
Business,” 85th Congress, Ist session (1957). 

“Hearings on Small Business Participation in Government Procurement— 
1957: Small Business Policies and Programs of Government Agencies Before 
a Subcommittee of the Senate Select Committee on Small Business,” 85th Cong., 
1st sess. (1957). 

“Hearings on Department of Defense Appropriations for 1959, H.R. 12738, 
Before the Subcommittee of the Senate Committee on Appropriations,” 85th 
Cong., 2d sess. (1958). 

“Hearings on the Role of Small Business in Defense Missile Procurement— 
1958: The Participation of Small Business in the Missile, Rocket and Outer 
Space Exploration Programs of the Department of Defense Before a Subcom- 
mittee of the Senate Select Committee on Small Business,” 85th Cong., 2d sess. 
(1958). 

“Hearings on Small Business Participation in Government Procurement— 
1958: Small Business Programs, Policies and Procedures of Government Agen- 
cies Before a Subcommittee of the Senate Select Committee on Small Business,” 
85th Cong., 2d sess. (1958). 

“Hearings on Small Business Participation in Defense Subcontracting Before a 
Subcommittee of the Senate Select Committee on Small Business,” 86th Cong., 
1st sess. (1959). 

House HEARINGS 


“Hearing on Investigation of Procurement Policies and Practices (House 
Resolution 38) Before the Special Subcommittee on Procurement of the House 
Committee on Armed Services,” 82d Cong., 2d sess. (1952). 
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“Hearings on Department of Defense and Related Independent Agencies 
Appropriations for 1954 Before the Subcommittee of the House Committee on 
Appropriations,” 83d Cong., Ist sess. (1953). 

“Hearings on Department of Defense and Related Independent Agencies 
Appropriations for 1955 Before the Subcommittee of the House Committee on 
Appropriations,” 83d Cong., 2d sess. (1954). 

“Hearings on the Use of Section 2(c) (1) through (17), Armed Services Pro- 
curement Act, 1947 Before the House Armed Services Committee,” 84th Cong., 
ist sess. (1955). 

“Hearings on Department of Defense Appropriations for 1957: Procurement 
Policies and practices of the Department of Defense Before the Subcommittee 
of the House Committee on Appropriations,” 84th Cong., 2d sess. (1956). 

“Hearings under the Authority of H. Res. 112 on Aircraft Production Costs 
and Profits Before the Subcommittee for Special Invstigations of the House 
Committee on Armed Services,” 84th Cong., 2d sess. (1956). 

“Hearings under the Authority of H. Res. 112 on Study of Armed Services Pro- 
curement Regulations, Sections 1-605 and 2-302 and Navy Procurement Direc- 
tive 3-002.1 Before the Subcommittee for Special Investigations of the House 
Committee on Armed Services,” 84th Cong., 2d sess. (1956). 

“Hearings on Department of Defense Appropriations for 1958: Procurement 
Policies and Practices of the Department of Defense Before the Subcommittee 
of the House Committee on Appropriations,” 85th Cong., Ist sess. (1957). 

“Hearings under Authority of H. Res. 67 on Aircraft Engines Production Costs 
and Profits Before the Subcommittee for Special Investigations of the House 
Committee on Armed Services,” 85th Cong., Ist sess. (1957). 

‘“‘Hearings under the Authority of H. Res. 67 on the Study of Armed Services 
Procurement Act, Title 10 U.S. Code, Chapter 187 Before the Subcommittee for 
Special Investigations of the House Committee on Armed Services,” 85th Cong., 
ist sess. (1957). 

“Hearings on Department of Defense Appropriations for 1959: Procurement, 
Supply, and Surplus Operations of the Department of Defense Before the Sub- 
Sa of the House Committee on Appropriations,” 85th Cong. 2d sess. 
(1958). 

“Hearings on Department of Defense Appropriations for 1959: Office of the 
Secretary of Defense Before the Subcommittee of the House Committee on Ap- 
propriations,” 85th Cong., 2d sess. (1958). 

“Hearings under the Authority of H. Res. 67 on Cataloging and Standardiza- 
tion under Public Law 4386, 82d Cong., Before the Subcommittee for Special 
ee of the House Committee on Armed Services,” 85th Cong., 2d sess. 

“Hearings under the Authority of H. Res. 67 on the Inquiry into the Admin- 
istration and Operation of the Armed Services Board of Contract Appeals Before 
the Subcommittee for Special Investigations of the House Committee on Armed 
Services,” 85th Cong., 2d sess. (1958). 
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“Hearings under. the Authority of H. Res. 67, on the Study of the Armed 
Services Procurement Regulations and Departmental Implementation Thereto 
Before the Subcommittee for Special Investigations of the House Committee on 
Armed Services,” 85th Cong., 2d sess. (1958). 

“Hearings under the Authority of H. Res. 67, on the Utilization of Government- 
Owned Plants and Facilities Before the Subcommittee for Special Investigations 
of the House Committee on Armed Services,” 85th Cong., 2d sess. (1958). 

“Hearings on Department of Defense Appropriations for 1960: Part 5, Pro- 
curement. Before the Subcommittee of the House Committee on Appropria- 
tions,”’ 86th Cong., Ist sess. (1959). 


APPENDIX TABLE 1.—Net value of military procurement actions, by type of 
contract pricing provision, 1951-59* 


[Dollar amounts in millions) 


Type of contract 


Total net 


value of Fixed price Cost reimbursement 
actions 


Percent of Percent of 
to total 
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* Inchodes A: Army, Navy, and Air Force, but excludes Armed Services Petroleum Purchasing 


Beginning Jan. 1, 1957, data for the Military Petroleum Supply Agency, the successor to ASPEA. ion - 
cluded with the ery figures. 


Includes oversea aw except for Army prior to fiscal year 1968. Ex- 
cludes intragovernmental procurement. Excludes procurement, actions less than $10,000 in value except 
in fiscal year 1951; for fiscal year 1951 the exclusions are: Army, less than $100,000; Air Force, less than $10,000, 
and Navy, less than $5,000. Also excludes some Navy letters of intent (on which pricing provisions had not 
been determined) during fiscal years 1951 and 1952. 


Source: Department of Defense, Office of the Secretary of Defense, Sept. 23. 1959. 





44 REVIEW OF VOLUNTARY AGREEMENTS PROGRAM 


APPENDIX TABLE 2.—Net value of military procurement actions under negotiated 
contracts, fiscal year 1957 


[Dollar amounts in thousands] 





Total net value Net value 
Negotiated authority ! 


Percent Army Navy ? Air Force 


| 
|- 
iat 


-|$17, 572, 375 100.0 | $3, 771, 566 | $5, 078, 540 | $8, 722, 269 


Total, negotiated contracts 3 


1. National emergency (total)...........--. ; 13 1 326, { 947 —176, 062 2, 151, 186 


(a) Labor surplus or industry set- | 
aside. a -| . 2, 538 . 1, 096 

(b) Small business set-aside... _____. .6 56, 323 

(c) Disaster area set-aside 4____ 

(d) Experimental, deve lopmental, or | 
research procurement of less 
than $100,000_. __- 

(e) Nonperishable subsistence 





(f) Actions applicable to contracts 
on which negotiations were 
started prior to Jan. 1, 1956__- . — 100, 316 —350, 181 2, 020, 487 

(1) Modification ---- , 446, 29: : — 100, 361 —351, 580 1, 898, 236 

(2) Other 23, ‘ 45 1, 399 122, 251 


(g) Actions more than $1,000 but not 
more than $2,500. . - af a 58, 386 


23, 142 8, 174 


49, 408 40, 114 
128, 726 

13, 760 

120, 441 

204, 392 

1, 006 

19, 286 

8, 369 

1, 465, 894 1, 522, 668 


248, 182 484, 253 1, 533, 103 
66, 209 429, 977 22, 799 
36, 494 11,719 0 





. Public exigency- ih smenanane 212, 596 
. Purchases not in excess of $1,000......--_- 404, 893 
. Personal or professional services__-.-...-- 57, 147 
5. Services of educational institutions.__ --- 248, 941 

. Purchases outside United States *_____-- 1, 262, 533 
- Medicines or medical supplies... .. . 12, 032 
. Supplies purchased for authorized resale. 133, 726 
. Perishable subsistence 407, 617 
. Impracticable to secure competition 3, 452, 712 
. Experimental, ‘developmental, or 

search 5, 
. Classified purchases_- = 518, 985 
. Standardized and interchangeable parts. s 
- Requiring substantial initial invest- 

ment ? 
. Negotiation after advertising 
. Industrial mobilization base § 
. Otherwise authorized by law 


rr |. 


~~ 








—_ 
_ PP SP, . 


1, 891, 054 2,932, 469 
648 2 


355, 995 8, 046 
37, 182 15, 902 


“< 
aS 


om 


110 U.S.C. 2304(a); includes modifications pursuant to terms of existing negotiated contracts. 

2 Includes procurement actions of the Military Petroleum Supply Agency, and its predecessor, the Armed 
Services Petroleum Purchasing Agency. 

3 Excludes intragovernmental procurements; includes procurement outside the United States. 

* Represents modifications of basic contracts awarded prior to fiscal year 1957. 

5 Less than 0.1 of 1 percent. 

6 Includes construction outside the United States not reported under any other authority. 

7 Technical or specialized supplies requiring substantial initial investment or extended period of prepara- 
tion for manufacture. 


8 Purchases negotiated to keep facilities available for production in the interest of national defense or 
industrial mobilization. 


Source: Department of Defense (Supply and Logistics), Nov. 19, 1957. 





PROCUREMENT FOR DEFENSE 45 


APPENDIX TABLE 38.—Net value of military procurement actions under negotiated 
contracts, fiscal year 1958 


[Dollar amounts in thousands] 
Total net value Net value 
Negotiated authority ! 


Amount | Percent Air Force 


Total, negotiated contracts 3 





1. National emergency (total) 


(a) Labor surplus area and ey 
set-aside 2 . y 
(6) Small business set-aside _. ieee 196, 895 
(c) Disaster area set-aside ¢ 12 
(d) Experimental, developmental, or 
research less than $100,000 224, 651 
(e) Nonperishable subsistence 101, 313 
(/) Modifications authorized by ex- 
isting contract negotiated prior 





~ 
S 


Jensxis 
SSSSeE2)2 8 


[ 794, 628 
(g) Actions more than $1,000, but not 
more than $2,500 172, 458 


Public exigency 105, 652 
Purchases not in excess of $1,000_________- 

Personal or professional services... . .-_-.- 

Services of educational institutions... ___- 

Purchases outside the United States 

Medicines or medical supplies 

Supplies purchased for authorized resale _- 

. Perishable subsistence 

. Impractical to secure competition. 

. Experimental, developmental, or re- 


oe. 





oe 
PALS 


15, 699 
4, 345 
1, 999, 717 


. 2, 060, 807 
. Classified purchases.__............-.- 23, 182 
. Standardized and interchangeable par s_. 0 
. Requiring substantial initial invest- 
ment ¢ 
5. Negotiation after advertising. 
5. Industrial mobilization base 7 
7. Otherwise authorized by law 


=. . ; . 


Ce ne 
= 


— 
ae . § 
APR DOPHBawea| wo o 


bas 
no 

~ 

> 


a 
ae 


141, 101 4, 864, 308 
13 616 


377 
1, 183, 843 9,125 
255, 675 127,755 63, 008 


| 


110 U.S.C. 2304(a). Includes modifications pursuant to terms of existing »ogotiated contracts; however, 
statutory negotiation authority was not required nor used. Modifications are classified according to the 
statutory authority applicable to the existing contracts which they modify. 

2 Includes procurement actions of the Military Petroleum Supply Agency. 

3’ Excludes ingragovernmental procurement; includes procurement outside the United States. 

* Represents modifications of basic contracts awarded prior to fiscal year 1957. 

5 Less than 0.1 of 1 percent. 

6 Technical or specialized supplies requiring substantial initial investment or extended period of prepara- 
tion for manufacture. 

? Purchases negotiated to keep facilities available for production in the interest of national defense or 
industrial mobilization. 


Source: Department of Defense (Supply and Logistics), Oct. 30, 1958. 
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APPENDIX TABLE 4.—Net value of military procurement actions under negotiated 


contracts, fiscal year 1959 
{Dollar amounts in thousands] 
Total net value Net value 
Negotiated authority ! lich Rl SAR i ncn 
Amount | Percent Army Navy Air Force 


Total negotiated contracts ?__........ _.|$21, 298, 036 100.0 | $4, 406,036 | $6,173,009 | $10, 718, 991 


1. National emergency (total) --..-........- 627, 974 3.0 251, 896 177, 468 198, 610 
(a) Labor surplus area and industry 
IER. 6s didi Ailicnanchebuenuns 121, 486 6 85, 759 18, 785 16, 942 
(b) Small business set-aside (unilat- 
Ds 6 ce haeckeiiecduecsistes 61, 280 3 30, 606 4, 655 26, 019 


Ca} SIOIIOEE BRU INI Fe se oo ode nce ccc cce]asnpankebeesabeledeind beREReh ddan ccacecce 
(d) Experimental, developmental, or 





research less than $100,000__--_- 250, 090 1.2 89, 024 74, 359 86, 707 
(e) Nonperishable subsistence ¢_____- 63, 337 3 62, 760 4 57: 
(f) Modifications authorized by ex- 
isting contract negotiated prior 
Op Fem. 1, BRR 55 hn 40, 750 -2 —63, 112 55, 345 48, 517 
(g) Actions more than $1,000, but not 
more than $2,500 §_............. 91, 031 4 46, 859 24, 320 19, 852 
Dr GN oo oi oko bch cgence 199, 218 9 41, 140 81, 283 76, 795 
3. Purchases not more than $2,500--_._.-.-- 678, 292 3.2 293, 395 183, 495 201, 402 
4. Personal or professional services _-._.-.-..--- 81, 665 .4 42, 387 13, 492 25, 786 
5. Services of educational institutions__.-__- 335, 818 1.6 89, 814 84, 799 161, 205 
6. Purchases outside the United States_....| 1,117, 228 5.2 594, 554 319, 539 203, 135 
7. Medicines or medical supplies __.......-- , 959 om 408 33, 018 533 
8. Supplies purchased for authorized resale _- 128, 555 .6 99, 514 11, 769 17, 272 
9. Perishable or nonperishable subsistence - 416, 759 1.9 411, 381 1, 982 , 
10. Impracticable to secure competition by 
formal advertising _ _................-..- 3, 966, 992 18.6 481, 342 1, 298, 439 2, 187, 211 
11. Experimental, developmental, or re- 
Nr 6 icin Nidek ss dcadeccatinn 4, 027, 675 18.9 487, 228 503, 657 3, 036, 790 
12. Classified purchases.__..................- 630, 148 3.0 100, 733 517, 293 12, 122 
13. Technical equipment requiring standard- 
ization and interchangeability of parts_ 12, 897 1 5, 515 7, 286 96 
14. Technical or specialized supplies requir- 
ing substantial initial investment or 
extended period of preparation for 
SUNONNG . o2e os Sn caso a ec ccececk 7, 022, 201 33.0 284, 379 | 2, 308, 903 4, 428, 919 
15. Negotiation after advertising ._........... 2, 268 () 187 939 1, 142 
16. Purchases to keep facilities available in 
the interest of national defense or in- 
dustrial mobilization... ........-....-.- 1, 345, 573 6.3 944, 096 362, 521 38, 956 
17. Otherwise authorized by law...........-- 670, 814 3.1 278, 067 267, 126 125, 621 





110 U.S.C. 2304(a)- includes modifications pursuant to om of existifig megotiated contracts: however, 
statutory negotiation authority was not required nor used. odifications are classified according to the 
Statutory authority applicable to the existing contracts which er modify. 

2 Excludes intragovernmental procurement: includes fosuremnent outside the United States. 

3 No disaster areas were designated by the President for procurement purposes during fiscal year 1959. 

4 Public Law 85-800 (August 1958) provided that such purchases could be negotiated under exception 9, 
which previously had been limited to perishable subsistence. 

5 Public Law —_— (August 1958) provided that such purchases could be negotiated under exception 
3, which een had been limited to actions of not more than $1,000. 

0.1 : 1 percent. 


Source: Department of Defense, Office of the Secretary of Defense, Oct. 16, 1959. 
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48 REVIEW OF VOLUNTARY AGREEMENTS PROGRAM 


APPENDIX TABLE 6.—Selected list of leading aircraft manufacturers, classified by 
assets, net value of aircraft prime contract awards, 1958, and total net value of 
all prime contract awards, July 1950-—December 1958, showing percentage rela- 
tion to total assets 


[Dollar amounts in millions] 





l 



























































Aircraft prime Total prime Percent 
contract awards, contract awards, of total 
July 1950- Total prime 

Name of company December 19582 | assets, | contract 

Linstead a erttegesmeisiialtend iii esas? ee awards 

to total 

Amount } Percent; Amount | Percent assets 
Total, 26 companies__-__..._.....--- ...| $5, 090. 0.9 100.0 }$61,041.2 | 100.0 | $5, 246.4 1, 163.5 
I. COMMERCIAL AND MILITARY 
teh ne et pes 3, 244. 6 63.7 | 29, 146.9 47.7 | 2,392.6 1, 218. 2 
General Dynamics Corp-.-.-.-.....----.-.--- 1, 081.0 21.2] 7,163.1 11.7 651.2 1, 100.0 
Boeing Airplane Co_..........---- ----| 1,319.0 25.9 | 9,606.4 15.7 605. 3 1, 587.0 
Lockheed Aircraft Corp-......-.....-...--- 476.1 9.4] 5,285.5 8.7 508. 5 1, 039. 4 
Douglas Aircraft Co,, Inc__............--- 305. 7 6.0 | 5,435.7 8.9 472.9 1, 149. 4 
Bell Aircraft Corp. ._.........-...-.------ 21.3 0.4 778.6 1.3 82.5 943. 8 
Fairchild Engine & Airplane Corp. a 41.5 0.8 877.6 1.4 72.2 1,215.5 
Il. MILITARY 
Te 8 : sos ssvveccety eee 24.9 | 17, 364.7 28.5 1, 084.7 1, 600. 9 
North American Aviation, Inc._-_..._.---- 463. 1 9.1 | 5,898.4 9.7 311.5 1, 893. 5 
Martin Co-..- pitino sttewbtoune —5.8} —0O.1 | 2,324.2 3.8 179.1 1, 297.7 
McDonnell Aircraft Corp 5 eh aaa 355. 8 7.0} 1,985.7 3.3 152. 4 1, 303.0 
Chance Vought Aircraft, Inc............-- 54.8 1.1 768. 7 1.3 109.0 705. 2 
Republic A viation Corp. E ow eap bap aeteot . 313.5 6.1} 2,969.5 4.9 101.8 2,917.0 
Northrop Corp- ---- ee 29.4 0.6 1, 676.0 2.7 95.6 1, 753. 1 
Grumman Aircraft Engineering ~— 54.2 1.1 1, 665. 2 2.7 82.2 2, 025. 8 
Ryan Aeronautical Co... -- ee ee eee — 77.0 0.1 53 145.0 
Ill. PERSONAL 
OONE s nceoneh ont mc Re keds ns te ie oe ead a 30. 6 0.6 408. 8 0.7 84.1 486.1 
CO IIE CI Rivn tne wncnntscccccucss 30. 6 0.6 82.1 0.1 42.3 194. 1 
Beech Aircraft Corp. ....-......-----.---- cu cbeiame Mokaciine 326.7 0.6 41.8 781.6 
IV. ENGINES, PARTS AND MISCELLANEOUS 
EQUIPMENT 

EE eeehuted tient etctndaosensghepiaide 550.7 10.8 | 14, 120.8 23.1 | 1,685.0 838.0 
United Aircraft Corp. .............--.+..- 283. 6 5.6} 6,663.4 10.9 470.0 1, 417.7 
Bendix Aviation Corp-.-................-. 72.4 1.4} 1,986.1. 3.3 325. 6 610.0 
eee 54.8 1.1] 2,836.4 4.6 282. 1 1, 005. 5 
I i victiiinicctehiiabisionintiaonsen 28.1 0.5 959. 0 1.6 183.0 §24. 0 
General Precision Equipment Corp... Ba 19.1 0.4 440.7 0.7 132.0 333.9 
SE ne nine ne thnenteeubie 4h once 13.9 0.3 301.3 0.5 86. 5 348. 3 
Continental Motors Corp....-.-....-.-.-- 32.3 0.6 551.5 0.9 76.1 724.7 
Sundstrand Corp. ---.-.-...--.--.-------- 17.0 0.3 134.6 0.2 48.7 276. 4 
Temco Aircraft Corp. .-_... intel niall 8.3 0.2 117.7 0.2 43.1 273. 1 
BE EE pete I stuhiet tuatees oss Sota 21.2 0.4 130. 1 0.2 37.9 343.3 


1 Awards on contracts of $500,000 and over. 
1 Awards on contracts of $10,000 and over. 


Source: Department of Defense; Fortune magazine, July 1959, at pp. 125-144. 
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APPENDIX TABLE 7.—Selected list of leading electronics and communications com- 
panies, classified by assets, net value of electronic and communications prime 
contract awards, 1958, and total net value of all prime contract awards, July 
1950—December 1598, showing percentage relation to total assets 


{Dollar amounts in millions] 











Electronics and | Total prime con- Percent 

communications | tract awards, July of total 

prime contract 1950-December Total prime 

awards, 1958 ! 1958 2 assets, | contract 

1958 awards 

; : to total 

Amount |Percent} Amount |Percent! , | assets 
———E ste, ae 
Totel, 2i-compamiess-.. 2-2 ...-2..-+..- 976.7 | 100.0 |$11, 226.1 222.5 
General Hiecitie Oo.......220--SeSaece 2. 25s.- 892.9 27.6 | 2,420.9 284.7 
Westinghouse Electric Corp---.--..----------- 827.3 7.3) 1,411.5 129.5 
International Business Machines Corp..---- : 510.2 6.1 1, 340.4 112.7 
American Telephone & Telegraph Co....--._- 036. 0 16.2 | 3 1,337.4 301.8 
International Telephone & Telegraph yar \ 840. 1 3.4 869.0 96. 7 
Radio Corp. of America. .....---.-----.....-. , 505. 2 6.0 751.5 200. 3 
Sperry Rand Corp.....-.2.-4.5--.--+.:... slings , 254. 3 9.0 743. 2 303. 3 
Allis-Chalmers Manufacturing Co. ---...____- 199.5 8 468. 6 42.6 
Sylvania Electric Products, Inc_..----......- 279.8 1.1 264. 9 105. 6 
Minneapolis-Honeywell Regulator Co. .....-- 426. 8 1.7 263. 8 161.8 
Thompson-Ramo Wooldridge, Inc---._....--- 113.1 5 203. 5 55.6 
RWOG CORD sgn coon Site iccdicndadideitpec sade 959. 0 3.8 183.0 524.0 
PRIUS CotD 5. <5 - sts esc 5 li ses i. 2 an de> 682. 8 2.7 182. 4 374.3 
Pei Ri ee ae 383.0 1.5 153. 5 249.5 
ROU OO dcidsenenensactndnddenniansaeen , 089. 8 4.4 138.3 788. 0 
ae ee ee 260. 2 1.0 127.9 203. 4 
DGTIIREOE ise < Sinan 3 5:45 5 nc dbeeinnpcn<eo<oehempueths athena 169. 8 oe 102. 0 166. 5 
Rheem Manufacturing Co_-..-...........-.._- 228. 4 9 91.1 250. 7 
Collins Radio Co. - ‘. 583. 1 2.3 71.3 817.8 
Ty Bosch Arma Corp... vce eeaiiacenni alae 489. 4 2.0 64.4 759.9 
. Hofiman Machinery Corp.............5)o cee 246. 0 1.0 37.5 656. 0 








1 Awards on contracts of $500,000 and over. 
? Awards on contracts of $10,000 and over. 
3 Total’assets for Western Electric Co., Inc. 


Source: Department of Defense; Fortune magazine, July 1959, at pp. 125-144. 
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